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CORPORATION'S FILING AMENDED 
RENEWED PRICE REGULATION PLAN. 

IN THE MATTER OF THE 
INVESTIGATION OF THE COST OF 
TELECOMMUNICATIONS ACCESS. 

DOCKET NO. T-0105 1B-03-0454 

DOCKET NO. T-00000D-00-0672 

NOTICE OF FILING REBUTTAL 
TESTIMONY 

Qwest Corporation files herewith the publichedacted version of Rebuttal 
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snd Kerry Dennis Wu. 
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1800 West Park Drive, Ste. 250 
Westborough, MA 0 1'58 1 

3rooks Fiber Coqunications of Tucson, Inc. 
201 Spear Street, 9 Floor 
San Francisco, CA 94 105 

Clentruytel 
PO Box 4065 
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Zitizens Utilities Rural Co. Inc. 
zitizens Communications Co. of Arizona 
4 Trial Center, Suite 200 
Salt Lake City, UT 841 80 

Zitizens Telecommunications Co. of the ' 
4 Triad Center, Ste. 200 
Salt Lake City, UT 84 180 

llLe Lv,amtains, Inc. 

Zomm South Companies, Inc. 
2909 N. Buckner Blvd., Ste. 200 
Dallas, TX 75228 

Zopper Valley Telephone, Inc. 
PO Box 970 
Willcox, AZ 85644 

Electric Lightwave, Inc. 
I Triad Center, Ste. 200 
Salt Lake City, UT 841 80 

Eschelon Telecom of Arizona, Inc. 
730 Second Avenue South, Ste. 1200 
Minneapolis, MN 55402 

Ernest Communications, Inc. 
5275 Triangle Pkw , Ste. 150 
Norcross, GA 300 B 2-651 1 

Intermedia Communications, Inc. 
3608 Queen Palm Drive 
Tampa, FL 33619-131 1 

Level 3 Communications, LLC 
1025 Eldorado Blvd. 
Broomfield, CO 8002 1 
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Max-Tel Cornmi nications, Inc. 
105 N. Wickham 
PO Box 280 
Alvord, TX 76225 

MCI WorldCom Cgnmunications 
201 Spear Street, 9 Floor 
San Francisco, CA 94105 

MCIMetro 
201 Spear Street, gth Floor 
San Francisco, CA 94105 

Metropolitan Fibert2ystems of Arizona, Inc. 
201 Spear Street, 9 Floor 
San Francisco, CA 94105 

Midvale Telephone Exchange 
PO Box 7 
Midvale, ID 83645 

Navajo Communications Co., Inc. 
4 Triad Center, Suite 200 
Salt Lake City, UT 841 80 

Nextlink Long Distance Svcs. 
3930 E. Watluns, Ste. 200 
Phoenix, AZ 85034 

North County Communications Corporation 
3802 Rosencrans, Ste. 485 
San Diego, CA 92 1 10 

One Point Communications 
Two Conway Park 
150 Field Drive,Ste. 300 
Lake Forest, IL 60045 

Opex Communications, Inc. 
500 E. Higgins Rd., Ste. 200 
Elk Grove Village, IL 60007 

Pac-West Telecomm, Inc. 
1776 W. March Lane, #250 
Stockton, CA 95207 

The Phone Company/Network Services of New Hope 
6805 Route 202 
New Hope, PA 18938 
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Rio Virgin Telephone Co. 
Rio Virgin Telephone and Cablevision 
PO Box 189 
Estacada, OR 97023-000 

South Central Utah Telephone Association, Inc. 
PO Box 226 
Escalante, UT 84726-000 

Southwestern Telephone Co., Inc. 
PO Box 5158 
Madison, WI 53705-0 158 

Special Accounts Billing Group 
1523 Withorn Lane 
Inverness, IL 60067 

Touch America 
130 N. Main Street 
Butte, MT 59701 

Table Top Telephone Co, Inc. 
600 N. Second Avenue 
Ajo, AZ 8532 1-0000 

Valley Telephone Cooperative, Inc. 
752 E. Malley Street 
PO Box 970 
Willcox, AZ 85644 

Verizon Select Services Inc. 
6665 MacArthur Blvd, HQK02D84 
Irving, TX 75039 

VYVX, LLC 
One Williams Center, MD 29-1 
Tulsa, OK 74172 

Western CLEC Corporation 
3650 13 1'' Avenue SE, Ste. 400 
Bellevue, WA 98006 

Williams Local Network, Inc. 
One Williams Center, MD 29-1 
Tulsa, OK 74172 

XO Arizona Inc. 

1619001.1/67817 :336 -. 

XO Arizona Inc. 

1619001.1/67817 :336 -. 
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EXECUTIVE SUMMARY 

Capital Structure and Cost of Debt 

Staff, RUCO, and Qwest all adopt the Qwest - Arizona actual capital structure and 

cost of debt. The parties have all agreed that the capital structure is 75.2% debt and 

24.8% equity and that the overall embedded cost of debt is 7.81 % Cost of equity is 

the only cost of capital input that remains in dispute. 

QC’s capital structure is substantially more leveraged than industry and comparable 

risk companies. The relatively small proportion of equity financing in QC’s capital 

structure requires an equity return that is substantially greater than industry and 

comparable risk company averages. 

Fair Return on Equity Capital - Proxy Company Groups 

Estimating the cost of equity capital for QC is a two step process. The first step is to 

estimate the market required return on equity for publicly traded proxy groups of 

companies. The second step adjusts the proxy groups market required return to 

match the increased leverage of QC’s capital structure. 

i 
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While the direct testimonies of Staff witness Reiker, RUCO witness Rigsby and I 

differ in methodology, their results for the first step are quite similar and the ranges 

of market required return estimates overlap. Nested within the RUCO range of 

10.2% to 12.8% is the Staff range of 10.2% to 1 1.7% and my range of 1 1.2% to 

11.7%. 

Fair Return on Equity Capital for QC - Financial Leverage Adjustments 

Mr. Reiker and Mr. Rigsby have both underestimated the second step - the 

adjustment of the proxy group market required return to account for the greater debt 

leverage of the QC capital structure. 

Rebuttal to the Testimony of Joel M. Reiker 

The capital structure / financial risk adjustment employed by Mr. Reiker is 

methodologically flawed in two important respects. First, he uses book values rather 

than market values for the proxy group companies. Second, he makes an 

inappropriate adjustment to the risk measurement for QC. When corrected for these 

errors, Mr. Reiker’s data supports an equity return for QC of 20.2%. 

Rebuttal to the Testimony of William A. Rigsby 

Mr. Rigsby analyzed four telecommunications companies and has, in fact, made no 

adjustment for the fact that QC has much more debt in its capital structure than the 

proxy companies. Mr. Rigsby has simply used two valuation models (DCF and 
ii 
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CAPM) for the same four proxy companies and averaged the results to provide a 

cost of equity estimate for those four companies. His testimony vastly understates 

the required return on equity capital for QC. 

Conclusion 

After reviewing the direct testimony of Staff witnesses Ramirez and Reiker and 

RUCO witness Rigsby, the conclusion of my testimony remains that a fair return on 

the QC equity capital invested in Arizona is 21.4%. My specific recommendation is 

that the Commission authorize a fair return on equity capital of 21.4% for QC - 

Arizona. When combined with the Company's capital structure and debt costs, the 

overall return requirement for a fair return on invested capital in Arizona is 11.18% 

iii 
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IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT POSITION. 

My name is Peter C. Cummings and my business address is 1600 Bell Plaza, Room 

3005, Seattle, Washington 981 91. I am employed by Qwest Corporation (QC) as 

Director - Finance. 

ARE YOU THE SAME PETER C. CUMMINGS THAT PROVIDED DIRECT 

TESTIMONY IN THIS PROCEEDING? 

Yes, I am. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my rebuttal testimony is to evaluate and respond to the direct 

testimony of Staff witnesses Alejandro Ramirez and Joel M. Reiker and the direct 

testimony of RUCO witness William A. Rigsby. 

CAPITAL STRUCTURE AND COST OF DEBT 

IS THERE ANY AGREEMENT ON COST OF CAPITAL ISSUES AMONG THE 

PARTIES TO THIS PROCEEDING? 
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Yes. The direct filed testimonies of Alejandro Ramirez and Joel M. Reiker on behalf 

of Commission Staff, William A. Rigsby on behalf of RUCO, and my testimony on 

behalf of Qwest Corporation, all adopt the Qwest - Arizona actual capital structure 

and cost of debt. As shown in Exhibit PCC-1 R, the parties have all agreed that the 

capital structure is 75.2% debt and 24.8% equity and the overall embedded cost of 

debt is 7.81%. 

WHAT ISSUES REMAIN IN DISPUTE? 

Cost of equity capital is the only cost of capital item that remains in dispute. 

COST OF EQUITY 

The Market Required Return For Proxy Companies 

Q. 

A. 

Q. 

A. 

WHAT METHODS DID STAFF WITNESS REIKER AND RUCO WITNESS RIGSBY 

USE TO ESTIMATE THE COST OF EQUITY? 

Mr. Reiker and Mr. Rigsby both used Discounted Cash Flow (DCF) and Capital Asset 

Pricing Model (CAPM) models to estimate the cost of equity for a proxy group of 

telecommunications corn pa nies . 

IS THIS APPROACH SIMILAR TO WHAT YOU PROVIDED IN YOUR DIRECT 

TESTIMONY? 

Yes. There are differences in the companies selected and differences in the 

implementation of DCF and CAPM models, but the basic approach of using publicly 
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traded company data to estimate the cost of equity for a proxy group of companies is 

common to the testimony of all three cost of capital witnesses. 

Q. HOW DO THE MARKET REQUIRED RETURN ESTIMATES FOR PROXY 

COMPANIES PROVIDED BY STAFF AND RUCO COMPARE TO THE ANALYSIS IN 

YOUR DIRECT TESTIMONY? 

The 11 2 %  to 11.7% return range from my direct testimony lies within the ranges of 

required returns developed by both Staff witness Reiker and RUCO witness Rigsby. 

As shown in Exhibit PCC-2R, the Staff range is 10.2% to 11.7% and the RUCO range 

is 10.2% to 12.8%. 

A. 

Market Required Return For QC 

Q. THESE RANGES OF MARKET REQUIRED RETURNS FOR THE PROXY 

COMPANIES OVERLAP AND ARE, IN FACT, QUITE SIMILAR. IS THE MARKET 

REQUIRED RETURN FOR PROXY GROUP COMPANIES A GOOD ESTIMATE OF 

THE MARKET REQUIRED RETURN FOR QC? 

No. Because of the great difference in debt financing as a percent of capital structure 

between QC and the proxy group companies, financial theory tells us that QC has a 

A. 

greater market required return than the proxy group companies. My rebuttal 

testimony will focus on this financial risk / capital structure adjustment between the 

proxy companies and QC. This is the major difference between the testimony of 

Qwest, Staff, and RUCO. The fact that I am not commenting specifically on Staff and 
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RUCO DCF and CAPM model implementation and results for the proxy companies 

does not necessarily mean that I agree with their methods or their results. 

Q. IS THERE A METHOD TO ADJUST PROXY GROUP MARKET REQUIRED 

RETURN ESTIMATES TO PROVIDE AN EQUITY RETURN ESTIMATE FOR A 

COMPANY THAT HAS SIGNIFICANTLY HIGHER OR LOWER CAPITAL 

STRUCTURE LEVERAGE THAN THE PROXY GROUP? 

Yes. There is a well known financial procedure to quantitatively adjust observed 

market required return data to account for capital structure differences. This 

A. 

procedure, developed by Professor Hamada of the University of Chicago’, utilizes the 

Capital Asset Pricing Model (CAPM) logic to first remove the effect of debt financing 

or leverage from the proxy groups equity return estimates and then adds back the 

effect of actual debt financing or leverage of the target company - in this case, QC. 

In the language of finance, the betas of the proxy group companies are “unlevered” to 

reflect the return required as if those companies had all equity financing, and then the 

betas are “relevered” to reflect the return required at the mix of debt and equity 

financing for the target company being evaluated. 

Q. DID MR. REIKER AND MR. RIGSBY MAKE ADJUSTMENTS TO THEIR REQUIRED 

RETURN ESTIMATES FOR THE PROXY COMPANIES TO ACCOUNT FOR THE 

QC CAPITAL STRUCTURE DIFFERENCE? 

’ Robert S. Hamada, “The Effect of The Firm’s Capital Structure on the Systematic Risk of Common Stocks”, 
The Journal of Finance, May 1972, pp. 435-452. 
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Mr. Reiker made a quantitative adjustment intended to reflect the financial risk 

differential inherent in QC capital structure, and Mr. Rigsby made no explicit 

adjustment. Both of their approaches are inadequate and my testimony will examine 

each separately. 

Financial Leverage Adjustments 

Q. 

A. 

WOULD YOU BRIEFLY REVIEW THE FINANCIAL PROCEDURE TO ADJUST 

OBSERVED MARKET REQUIRED RETURN DATA TO ACCOUNT FOR CAPITAL 

STRUCTURE DIFFERENCES? 

The effects of debt financing are removed from the proxy group return estimates by 

“unlevering” the betas of the proxy group using the following formula: 

Bu =__-_EL ____ Where: B, = Beta unlevered 
1 + (1-t) wd/w, BL = Beta levered 

t = Tax rate for the company 
Wd = 
We = 

Percent debt in the capital structure 
Percent equity in the capital structure 

The wd and We percents are based on the market values of debt and equity. 

The proxy group companies can then be used to estimate the required equity return 

(or cost of equity capital) for QC by relevering the proxy group betas to reflect the 

higher debt leverage of QC. The unlevered beta is adjusted to a new levered beta 

reflecting the new capital structure weights of debt and equity as follows: 
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REBUTTAL TO THE TESTIMONY OF JOEL M. REIKER 

Q. 

4. 

Q. 

4. 

MR. REIKER APPEARS TO HAVE FOLLOWED A SIMILAR PROCEDURE. PLEASE 

EXPLAIN THE DIFFERENCES BETWEEN HIS ADJUSTMENT AND YOUR 

ADJUSTMENT. 

There are two important differences between my adjustment and that made by Mr. 

Reiker. First, in unlevering the betas of the proxy company group, Mr. Reiker used 

the book value weights of debt and equity for the proxy companies instead of the 

market value weights as specified in financial theory and practice. Second, Mr. 

Reiker inappropriately “unadjusted” the published betas for the proxy companies and 

then “readjusted” the new levered beta for QC. 

WHY IS IT IMPORTANT TO USE MARKET VALUES IN THE CAPITAL 

STRUCTURE/ FINANCIAL LEVERAGE ADJUSTMENT METHODOLOGY? 

The levered and unlevered beta equations developed by Professor Hamada specify 

market values of debt and equity consistent with the economic value environment of 

the capital markets and the capital asset pricing model.’ Since Hamada’s 

development of this adjustment methodology, Finance professors and practitioners 

have consistently advocated the use of market  value^.^ Market values are the correct 

21bid. 

See, for example: J. Fred Weston and Thomas E Copeland, Managerial Finance, gth Ed, Fort Worth, Texas, 
The Dryden Press, 1992, pp. 571-4; Michael C. Erhardt, The Search for Value: Measurinq the Company’s Cost 
of Capital, Boston MA, Harvard Business School Press, 1994, p 117; Shannon P. Pratt, Cost of Capital 
Estimation and Apdications, New York: John Wiley & Sons, 1998, p 84. 
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inputs to the adjustment model for capital structure or financial leverage differences. 

As a concession to the practicalities of implementation of this methodology, many 

practitioners substitute the book value for the market value debt and use the market 

value of e q ~ i t y . ~  

PLEASE COMMENT ON MR. REIKER’S CLAIM THAT YOUR USE OF MARKET 

VALUES CREATES AN “APPLES TO ORANGES” SITUATION. 

Mr. Reiker’s testimony position is that, since we have no observed market value for 

QC, then Hamada’s adjustment methodology must be changed to use accounting 

book values for the proxy companies instead of their economic market values. This is 

not true. Mr. Reiker’s testimony invalidates the economic foundation of the 

adjustment methodology and seriously distorts the required adjustment for financial 

leverage. Mr. Reiker used the Hamada adjustment equations, but used the wrong 

input for equity capital - he used the book value percentage of equity capital instead 

of the market value of equity capital. 

DOES THE FACT THAT THERE IS NO OBSERVED MARKET VALUE FOR QC 

CREATE AN “APPLES TO ORANGES” SITUATION? 

Finance practitioners commonly use the book values of debt and market values of equity. Market values of 
debt are difficult or impractical to obtain and book values of debt approximate market values, particularly in a 
low inflationary environment. See (for example): Duff & Phelps Credit Rating Company, Special Report, 
“Measuring Debt With Cash Flow”, July 1994, p.2. and Michael C. Erhardt, The Search for Value: Measurinq 
the Companv’s Cost of Capital, Boston MA, Harvard Business School Press, 1994, p 117. 
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In my experience, inherent in rate of return regulation is the potential for some 

mismatch in the application of financial theory and models to the construct of rate 

base regulation. All of the capital market data we employ in estimating the cost of 

capital - stock prices, dividend yields, interest rates, betas, market risk premiums -- 

are all market value or economic based. We employ that data using financial models 

to determine a fair return on the rate base - the original investment cost less 

accumulated depreciation. We are always applying market value data and economic 

financial models to a rate base derived from the accounting books of the regulated 

company. The fact that the rate base is book value oriented does not require that the 

financial models we employ be changed from market values to book values. Quite 

the contrary - removing the underlying market economics from financial models 

renders then unreliable and invalid. 

IS THE PROPER APPROACH TO APPLY MARKET VALUE DATA AND MARKET 

BASED FINANCIAL MODELS TO THE BOOK VALUE RATE BASE TO DETERMINE 

A FAIR RETURN? 

Yes. Since QC - Arizona is not publicly traded and is regulated; we may infer that, 

under rate of return regulation, the value of the rate base is the best surrogate 

available for the market value of the entity. The value of any asset is the present 

value of the future stream of cash flows associated with ownership of the asset. In 

the context of rate of return rate base regulation, the Commission prescribed fair rate 

of return is based on the market required return on the assets that comprise the rate 

base. The Commission prescribes a revenue requirement to provide the market 
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required return (i.e. cash flows) on the regulated assets of the company and thus the 

market value of those assets to investors (what they would pay in the market) is 

equivalent to the carrying value of those assets on the regulated books of the 

company. 

Q. MR. REIKER “UNADJUSTED” THE PUBLISHED BETAS FOR THE PROXY 

COMPANIES AND THEN “READJUSTED” THE NEW CALCULATED LEVERED 

BETA FOR QC. WHY IS THIS A PROBLEM? 

The effect of Mr. Reiker’s “unadjusting” and “readjusting” appears to be the cloaking 

of an ad hoc downward trimming of the required return for QC in the technical 

nomenclature of finance. The “unadjusting” of the published betas provided by Merrill 

Lynch and Value Line has a very small effect on the calculation of the average 

unlevered beta of the proxy group of companies - a decrease from 0.62 to 0.59. Mr. 

Reiker’s “readjusting” of the calculated beta for QC has a very large effect on the 

financial risk adjustment for QC - a decrease from 1.68 to 1.41. 

A. 

Q. WHY ARE THE BETAS PUBLISHED BY VALUE LINE AND MERRILL LYNCH 

ADJUSTED? 

The betas published by Value Line, Merrill Lynch, and other services are derived from 

statistical regression of returns of individual securities against a broad market index 

return. The observed beta from the regression of historical data is typically adjusted 

toward a value of 1 .O (the beta of the market as a whole) by Value Line, Merrill Lynch 

and other services that publish betas. The purpose for this adjustment is to correct 

A. 
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for statistical deficiencies in the estimate and recognize the long term trend for betas 

to converge toward a value of 1 .O, and thus provide a better estimate of the true or 

forward looking beta.5 

IS THERE A NEED TO ADJUST THE CALCULATED RELEVERED BETA FOR QC? 

No. The beta adjustment provided by Value Line and others is applicable only to the 

beta estimates provided for the proxy companies. There is no beta adjustment 

applicable to the relevered beta that is calculated for QC. There is no statistical 

regression or observed data in the calculated relevered beta. The purpose of 

unlevering the proxy group company betas and relevering the sample average 

unlevered beta for QC is to calculate the financial risk differential between QC and the 

proxy companies. There is no new statistical regression of historical data and no 

need for or rationale for adjustment of the relevered beta for QC. Mr. Reiker’s 

adjustment to the relevered beta for QC inappropriately lowers the financial risk 

adjustment and the required return for QC. 

The motivation for adjusting beta estimates is the observation that, on average, the beta coefficients of stocks 
seem to move toward 1 over time. ... Another explanation for this phenomenon is statistical. We know that the 
average beta over all securities is 1. Thus, before estimating the beta of a security our guess would be that it is 1. 
When we estimate this beta coefficient over a particular sample period, we sustain some unknown sampling error 
of the estimated beta. The greater the difference between our beta estimate and 1, the greater is the chance that 
we incurred a large estimation error, and that, when we estimate the same beta in a subsequent sample period, the 
new estimate will be closer to 1. The sample estimate of the beta coefficient is the best guess for the sample period. 
Given that beta has a tendency to evolve toward 1, however, a forecast of the future beta coefficient should adjust 

the sample estimate in that direction. Merrill Lynch adjusts beta estimates in a simple way. They take the sample 
estimate of beta and average it with 1, using the weights of two thirds and one third: 

Zvi Bodie, Alex Kane, and Alan J. Marcus, Investments, Homewood, IL: Irwin, 1989, pp. 271-272. 
Adjusted beta = 2/3 (sample beta) + 1/3(1) 
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HAVE YOU SEEN ANY OTHER EXAMPLES OF AN ADJUSTMENT FOR A 

RELEVERED BETA SIMILAR TO WHAT MR. REIKER HAS DONE? 

No. I’ve never seen this kind of adjustment in financial theory or practice. 

CAN YOU QUANTIFY THE IMPACT OF MR. REIKER’S TWO METHODOLOGICAL 

ERRORS - SUBSTITUTING BOOK VALUE FOR MARKET VALUE IN THE PROXY 

COMPANIES AND “ADJUSTING” THE RELEVERED BETA FOR QC? 

Yes. Exhibit PCC-3R provides a comparison of Mr. Reiker’s capital structure 

adjustment as filed and as corrected for the two methodological errors. The errors 

have a substantial impact. When corrected, the risk adjustment increases from 3.7% 

to 9.3%. When added to Mr. Reiker’s sample Telco cost of equity estimate of 10.9%’ 

the adjusted cost of equity for QC is 20.2%. 

WHAT ARE YOUR CONCLUSIONS RELATIVE TO MR. REIKER’S TESTIMONY? 

Mr. Reiker’s adjustment for the capital structure and financial risk differences between 

his sample telecommunications companies and QC is methodologically flawed 

resulting in a substantial understatement of the required equity return for QC. When 

corrected for methodological flaws, Mr. Reiker’s data supports a QC equity return of 

20.2%. 
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2 

3 

4 

5 

6 

7 

REBUTTAL TO THE TESTIMONY OF WILLIAM A. RIGSBY 

Q. WHAT IS MR. RIGSBY’S RECOMMENDATION FOR THE COST OF COMMON 

EQUITY FOR QC? 

As stated on page 29 of his testimony, Mr. Rigsby recommends 11.5%, which is the 

average of his 10.2% DCF estimate and 12.8% CAPM estimate for his proxy group of 

telecommunications companies. 

A. 

8 

9 Q. DO YOU AGREE WITH MR. RIGSBY’S RECOMMENDATION FOR QC? 

10 

11 

12 

13 

14 

15 

A. No. I believe Mr. Rigsby’s 11 5% average estimate of the cost of capital for his proxy 

group of telecommunications companies is a reasonable estimate only for that group 

of companies. His 11 5% estimate is comparable to the 1 1.2% to 11.7% range for 

proxy group companies shown in my direct testimony at page 34. Despite the 

language in his testimony, Mr. Rigsby fails to make an adjustment to the proxy group 

cost of equity to reflect the higher financial risk and required equity return for QC. 

17 

18 

19 

20 

21 

Q. PLEASE EXPLAIN. 

A. Mr. Rigsby explains at the start of his testimony that his cost of capital analysis 

utilized both the discounted cash flow (DCF) and capital asset pricing model (CAPM) 

methods because, “These are the two most commonly used methods for calculating 

the cost of equity capital in rate case proceedings and are generally regarded as the 
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most reliable.’I6 Later in his testimony] Mr. Rigsby says that typically his 

recommended cost of equity is derived solely from his DCF analysis and that his 

decision to average in the CAPM results was based on the fact that QC has much 

more debt in its capital structure than the capital structures of the four companies 

included in his DCF and CAPM ana ly~ is .~  

Mr. Rigsby has, in fact, made no adjustment for the fact that QC has much more debt 

in its capital structure. Mr. Rigsby has simply used two valuation models (DCF and 

CAPM) for the same four proxy companies and averaged the results to provide a cost 

of equity estimate for those four companies. 

Q. IS THE COST OF EQUITY ADJUSTMENT FOR A HIGHLY LEVERAGED COMPANY 

LIKE QC A SMALL ADJUSTMENT THAT MIGHT BE REASONABLY BE DEALT 

WITH AS AN EXTENSION OF THE ESTIMATE TOWARDS THE TOP OF A RANGE 

OR AS A SMALL AD-ON? 

A. No. The required cost of equity adjustment is not small and it is not even linear. The 

adjustment is out of the range of estimates for other firms in the industry. The 

following table shows the effect of increasing financial leverage (as measured by debt 

in the capital structure) on risk (as measured by beta). This table is adapted from the 

Direct Testimony of William A. Rigsby, page 3. 6 

’ - Ibid, p 29-30. 
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published work of Professor Aswath Damodaran, a leading current expert on 

valuation and corporate finance.8 

Debt /Capital 

0% 

10% 

20% 

25% 

30% 

40% 

50% 

60% 

70% 

75% 

80% 

90% 

DebVEquity 

0% 

11.1% 

25.0% 

33.3% 

42.9% 

66.7% 

100.0% 

I5O.OYo 

233.3% 

300.0% 

400. O Yo 
900.0% 

Beta 

0.73 

0.78 

0.84 

0.88 

0.93 

1.04 

1.20 

1.43 

1.82 

2.14 

2.61 

4.97 

Leverage Effect 

0.00 4 Proxy Group Unlevered 

0.05 

0.12 

0.16 

0.20 

0.31 4 S&P 500 Companies 

0.47 

0.71 

1.10 

1.41 4 QC-Arizona 

1.89 

4.24 

PLEASE COMMENT ON MR. RIGSBY’S POSITION THAT HE USUALLY RELIES 

SOLELY ON THE DCF MODEL AND THAT INCLUDING A CAPM MODEL 

PROVIDES A RISK ADJUSTED ESTIMATE FOR QC. 

Mr. Rigsby’s so called capital structure adjustment is simply ad hoc, devoid of any tie 

to financial theory or replicable logic. The adjustment simply seems to be what Mr. 

Rigsby wants it to be. 

Aswath Damodaran, Damodaran on Valuation: Security Analysis for Investment and Corporate Finance, 
New York: John Wiley & Sons, 1994, p. 159. See also http://pages.stern.nyu.edu/-adamodarl (Damodaran 
Online) for further information and spreadsheet levbeta.xls. 

http://pages.stern.nyu.edu/-adamodarl
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Q. DOES THE INCLUSION OF A CAPM COST OF EQUITY ESTIMATE FOR PROXY 

GROUP COMPANIES PROVIDE A RISK ADJUSTED COST OF EQUITY ESTIMATE 

FOR QC? 

No. Mr. Rigsby’s CAPM estimate for his group of four proxy companies provides a 

cost of equity estimate for those four companies and those four companies have an 

average capital structure that is very different from the QC - Arizona capital structure. 

Mr. Rigsby’s Schedule WAR-9 shows the average capital structure for his proxy 

group companies as 70.1% equity and 29.9% debt. This is almost the reverse of 

QC’s capital structure of 75.2% debt and 24.8% equity. Mr. Rigsby’s CAPM cost of 

equity estimate is appropriate for the proxy group companies only at their capital 

structure average of 70.1 % equity / 29.9% debt. In no way does the inclusion of 

CAPM model results in Mr. Rigsby’s recommendation account for or adjust for the 

capital structure difference between the proxy group and QC. 

A. 

Q. 

A. 

WHAT IS YOUR CONCLUSION RELATIVE TO MR. RIGSBY’S TESTIMONY? 

Mr. Rigsby’s testimony fails to address the capital structure and financial risk 

differential between QC - Arizona and the proxy group of telecommunications 

companies and, as a result, his testimony vastly understates the required return on 

equity capital for QC- Arizona and should not be relied upon by the Commission. 
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OVERALL RATE OF RETURN RECOMMENDATION 

Q. AFTER REVIEWING STAFF AND RUCO TESTIMONY, WHAT IS YOUR 

RECOMMENDATION FOR A FAIR OVERALL RETURN ON RATE BASE FOR QC? 

A. My recommendation remains the same. Using the fair return on equity capital and 

QC's actual capital structure and embedded debt cost, I recommend the following as 

a fair return on rate base: 

Percent Cost Weighted Cost 

Debt 75.2% 7.81 % 5.87% 

Equity 24.8% 21.4% 5.31 % 

Overall Return 11.18% 

Q. 

A. Yes, it does. 

DOES THIS CONCLUDE YOUR TESTIMONY? 
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SUMMARY OF REBUTTAL TESTIMONY 

My rebuttal testimony responds to testimony prepared by Staff witnesses Dunkel, 

Brosch and Carver and by RUCO witness Diaz Cortez concerning revenue 

requirement issues. Qwest is operating at a loss in Arizona. Its revenues are 

declining steadily while its expenses remain relatively flat. Qwest’s retail access 

line count continues to fall. Given the relatively fixed-cost nature of Qwest’s 

business, and the strong competitive pressures on its revenues and access line 

count, Qwest continues to believe that its revenue requirement is not fully 

recoverable at this time. 

Revenue requirement is less important in this case than it would be in traditional 

rate case because Qwest is not asking for recovery of most of its revenue 

requirement. Nevertheless the revenue requirement portion of this case raises 

certain regulatory accounting and ratemaking issues that have significance 

beyond this case. Those issues include: 

1. When is a change in accounting method or estimate effective for purposes 

of regulatory accounting and ratemaking in Arizona? 

2. What cost-of-service ratemaking methods are to be used in the calculation 

of revenue requirement in Arizona? 

3. In Arizona, what standards of ratemaking property control cost 

disallowance? 
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Accounting Method Changes. With regard to accounting method changes, the 

issues are whether Qwest adopted accrual accounting for other post employment 

benefits (OPEBs) and accrual accounting for internal-use-software in 1999 or will 

adopt these accounting method changes in this case. Staff maintains Qwest 

adopted accrual accounting for OPEBs in 1999 and will adopt accrual accounting 

for software SOP 98-1 in this case. Qwest and RUCO believe just the opposite, 

that Qwest adopted accrual accounting for software in 1999 and will adopt 

accrual accounting for OPEBs in this case. My testimony reviews the pertinent 

Arizona regulatory accounting rule, the history of automatic adoption of 

accounting method changes and the Commission’s prior orders and then 

explains why I believe Staff is mistaken and Qwest and RUCO are correct. 

Ratemakinq Methods. This case presents three ratemaking method issues for 

the Commission’s consideration. The first ratemaking method issue is whether 

the Commission should require annualization of the test year using a technically 

supportable method on a consistent basis or should allow piecemeal 

annualization of isolated elements of the test year using different methods. 

Qwest annualized test year revenue and expenses by applying a single 

annualization method based on regression analysis to all significant test year 

revenue and expense accounts. RUCO opposes any annualization of the test 

year. Staff proposed several ad hoc annualization adjustments in addition to or 

as replacements of Qwest’s annualization adjustments. My testimony explains 

why Arizona’s use of an end-of-test-year rate base makes it necessary and 
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appropriate to annualize the test year. I also explain why I believe the test year 

should be annualized by applying a valid method on a consistent basis instead of 

using the piecemeal approach that Staff employed. 

The second ratemaking method issue is, when pro forma adjustments to accrued 

expenses are made, should rate base also be adjusted to reflect the effect of the 

accrued expense adjustment? My testimony reviews the arguments for and 

against adjusting the rate base. I note that prior to Utilitech’s involvement in 

Arizona ratemaking, Staff argued and the Commission agreed that rate base 

should be adjusted. Once Utilitech became involved in Arizona ratemaking, Staff 

reversed its position. I conclude that the reasoning set forth by Staff and the 

Commission in favor of adjusting rate base is sound and should be followed. 

The third ratemaking methodology issue is whether a pro forma depreciation rate 

change should be calculated on the entire test year starting with the beginning of 

test year balances or only on the end-of-test-year balances. Qwest computed its 

technical update to depreciation rates on the entire test year. Staff believes the 

adjustment should be computed on the end-of-test-year investment and reserve 

balances. I conclude that if the depreciation rate change will not take effect until 

after the end of the test year, then it is appropriate to compute its effect using 

end-of-test-period balances instead of computing its effect over the entire test 

year. On the assumption that any depreciation rate change the Commission 

orders will be post-test-year, I adopted the position that Staff advocates. 
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Disallowance Standards. My testimony concerning disallowance standards 

argues that in order for the interests of both ratepayers and investors to be 

protected, the Commission’s disallowance standards should be based on 

whether a cost is commercially reasonable and not on other policy 

considerations, particularly policies that have lost their vitality as competition 

takes control of the telecommunications marketplace in Arizona. 

As I did in my direct testimony I explain why the Commission should reject the 

“tangible ratepayer benefit” standard that Utilitech advances. This standard does 

not protect the interests of investors in a utility that is prudently managed and that 

incurs costs, such as incentive compensation costs, that are prudent by 

standards of commercial reasonableness. I argue that Qwest’s test year 

incentive compensation costs are reasonable by commercial standards and 

ought not to be disallowed as Staff suggests. 

I also reject the disallowance of ordinary business costs--such as image and 

brand advertising costs--because of standing disallowance policies. Such 

policies are, by their very nature, prejudicial. I argue that the reasonableness of 

a cost must be assessed in the context of the circumstances in which it was 

incurred. A cost such as image and brand advertising that a monopoly arguably 

ought not to incur might be reasonable when, instead of holding a monopoly on 

service, the utility is facing strong competition. I argue that the reasons Staff puts 

forward for disallowing Qwest‘s image advertising are base on erroneous 
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information, speculation and opinion unsupported by marketing and advertising 

expertise. 

Other revenue requirement issues: While I do not attempt to rebut every 

contestable revenue requirement issue I do offer testimony on eight individual 

revenue requirement issues: 1) I explain why Staffs proposal to remove assets 

used to support DSL from rate base on the grounds that Qwest violated the 

FCC’s jurisdictional separations rules is incorrect and impermissible. 2) I explain 

why Staffs proposal to remove from rate base assets use by one of Qwest’s 

affiliates, Broadband Services, Inc., on grounds that the affiliate did not pay for 

their use is incorrect. 3) I explain why Staffs proposal to impute revenues to 

FCC Deregulated products is in appropriate and why Staffs computation of this 

proposed adjustment is incorrect. 4) I offer rebuttal to Staffs and RUCO’s 

arguments opposing my proposal to adopt the same method of accounting for 

the financing cost of telephone plant under construction that is used by the FCCs 

Uniform System of Accounts. 5) I explain why RUCO’s recalculation of Qwest‘s 

property tax expense is incorrect. 6) I explain why RUCO’s reasons for opposing 

to inclusion of pension asset in rate base are incorrect. 7) I explain why Staffs 

and RUCO’s factoring down Qwest’s cost of capital on its fair value rate base is 

incorrect and impermissible. 8) I explain why RUCO’s proposed adjustment to 

rate base for allegedly missing accumulated depreciation balances on station 

apparatus is incorrect. 
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Future Reporting Requirements. My testimony explains why Staffs proposal to 

require Qwest to prepare and file annually by April 1 a detailed revenue 

requirement calculation should be rejected. Greatly expanding Qwest's reporting 

burdens would be counter to the direction in which state regulatory reporting 

requirements are going and competitively unfair to Qwest. 

Ministerial Matters. My testimony on ministerial matters explains the mechanics 

of Qwest's revenue requirement update and that Qwest's revenue requirement 

now stands at $271.3 million on an original cost rate base and $351.7 million on 

a fair value rate base. My testimony also lists those topics and adjustments for 

which no rebuttal is offered and lists those adjustments Staff and RUCO have 

proposed that are duplicative of adjustments included in Qwest's revised revenue 

requirement. 
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1 IDENTIFICATION OF WITNESS 

2 

3 

4 7‘h Avenue, Seattle, Washington. 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A. My name is Philip E. Grate. My business address is Qwest Corporation, 1600 

5 

6 TESTIMONY IN THIS PROCEEDING? 

7 A. Yes. 

Q. ARE YOU THE SAME PHILIP E. GRATE WHO FILED DIRECT 

8 PURPOSE OF TESTIMONY 

9 

10 

11 

12 

13 

14 

15 wu. 

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

A. My rebuttal testimony pertains to the calculation of Qwest’s revenue 

requirement and responds to the direct testimony of Staff witnesses Michael 

L. Brosch, Steven C. Carver and William Dunkel, and to RUCO witness 

Marylee Diaz Cortez. Qwest’s other revenue requirement rebuttal witnesses 

in this case are Nancy Heller Hughes, Peter C. Cummings and Kerry Dennis 

16 

17 

18 

19 

20 

Ms. Heller Hughes rebuttal testimony addresses the direct testimony of 

William Dunkel filed on behalf of Staff regarding the Reproduction Cost New 

Less Depreciation (RCNLD) value of Qwest’s plant in service in Arizona. Mr. 

Cummings’ testimony pertains to Qwest‘s cost of capital and responds to the 

testimony of Staff witnesses Joel M. Reiker regarding cost of equity and 
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16 REDACTED . The following graph charts 
I 

17 Qwest's retail access line count over the most recent 72 months: 
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When customers discontinue service and, as a result, Qwest’s access iine 

count falls, the installed network and its maintenance requirements do not 
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RATEMAKING ISSUES IN THIS CASE 

2 Q. WHAT CONDITIONS DOES THE GENERAL THEORY OF RATE-MAKING 

3 IN ARIZONA PRESUPPOSE? 

4 

5 

A. The general theory of cost-of-service rate-making presupposes the existence 

of a utility with a monopoly over the services it provides. Consequently, it 

6 

7 

presupposes that the rates a regulator establishes to satisfy the overall 

operating costs of the utility and produce a reasonable rate of return will be 

8 recoverable from the customers of those monopoly services. As the 

9 testimony of Qwest witness David Teitzel explains, that is not the case for 

10 Qwest. 

11 

12 REQUIREMENT? 

Q. IS QWEST ASKING FOR RATES TO RECOVER ITS REVENUE 

13 

14 

A. No. Given the intensity of competition Qwest now faces in Arizona as 

described by Mr. Teitzel, and the pace of Qwest’s Arizona access line loss as 

15 

16 

shown above, Qwest does not believe the revenue requirement computed in 

the schedules of its Rule 103 filing is fully recoverable from its Arizona 

17 customers. 

18 My direct testimony explained that Qwest was not proposing rates to fully 

19 

20 

recover its revenue requirement and that instead, Qwest was proposing 

modifications to its price regulation plan that will allow the Company to 
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1 

2 position remains unchanged. 

compete on a more equal footing with its competition in Arizona. Qwest‘s 

3 

4 THIS DOCKET? 

Q. THEN OF WHAT RELEVANCE IS QWEST’S REVENUE REQUIREMENT IN 

5 

6 

A. Given the intense pressure on Qwest’s revenues and the relatively fixed cost 

nature of its business, revenue requirement has substantially less relevance 

7 

8 

9 

10 

11 

12 

than in the traditional rate case of a traditional monopoly utility because the 

recoverability of cost-of-service rates is uncertain. By Qwest’s calculation, 

Qwest‘s revenue requirement now stands at $271.3 million on an original cost 

rate base and $351.7 million on a fair value rate base. By RUCO’s 

calculation Qwest’s revenue requirement is $160 million. Staff claims it is $3.5 

million. Any of these revenue requirements would be sufficient to provide for 

13 

14 

the rates Qwest has requested in this case. Consequently, the debate over 

Qwest’s revenue requirement is, in some respects, academic. 

15 

16 

17 

18 

Accordingly, I have prepared a more limited rebuttal than might be called for 

were revenue requirement critical to this case.‘ The fact that I am not 

commenting specifically on every adjustment proposed by Staff and RUCO 

does not necessarily mean that I agree with their methods or their results. My 

19 testimony does not attempt to address every potentially contestable 

The adjustments I do not specifically address in testimony are set forth at the end of this 
testimony in the section regarding ministerial matters. 

1 
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1 

2 

ratemaking issue. Instead, it focuses principally on issues that have broad 

Arizona regulatory accounting and ratemaking significance beyond this case. 

3 

4 

5 

6 Commission’s consideration: 

Q. WHAT ISSUES HAVE SIGNIFICANCE BEYOND THIS CASE? 

A. The direct testimony of Staff, RUCO and Qwest raise three important 

questions regarding revenue requirement calculations that invite the 

7 

8 

1. In Arizona, when is a change in accounting method or estimate 

effective for purposes of regulatory accounting and ratemaking? 

9 

10 

2. In Arizona, what cost-of-service ratemaking methods are to be used in 

the calculation of revenue requirement? 

11 

12 disallowance? 

3. In Arizona, what standards of ratemaking properly control cost 

13 CHANGES IN REGULATORY ACCOUNTING METHODS 

I 4 Relevance of Accounting Methods 

15 

16 

17 

18 

Q. WHY ARE CHANGES IN REGULATORY ACCOUNTING RELEVANT? 

A. Changes in regulatory accounting methods are relevant for two reasons. 

From a policy perspective they are important because accounting methods 

are a critical component of Arizona’s regulatory framework. Parties need to 
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Number 
B-6 

c - I  1 
B-8 

C-I 8 
Total 

1 be clear about what accounting methods are to be used in Arizona, which 

Value ($000) 
SOP 98-1 (Internal Use Software) (7,572) 
SOP 98-1 (Internal Use Software) (25 , 020) 
FAS 106 OPEB costs 12,648 
FAS 106 OPEB costs (36.652) 
Revenue Req ui remen t Value (57,715) 

2 does not appear to be the case at present. They are important in this case 

3 because they are dispositive of two revenue requirement issues involving four 

4 

5 proposed. 

adjustments to Qwest’s test year worth almost $58 million that Staff has 

Issue 

6 

7 The Commission’s Regulatory Accounting Rule 

8 

9 ACCOUNTING? 

Q. WHAT IS THE COMMISSION’S RULE WITH REGARD TO REGULATORY 

10 

11 

12 

A. The Commission’s rule regarding regulatory accounting for telephone 

companies is found in Arizona Administrative Code (A.A.C.) R14-2-510 G, 

Accounts and Records, which, in pertinent part, reads: 

13 
14 
15 
16 

2. Each utility shall maintain its books and records in conformity with the 
Uniform Systems of Accounts for Class A, B, C and D Telephone 
Utilities as adopted and amended by the Federal Communications 
Commission . . . (emphasis added) 

17 

18 

Q. WHEN WAS THIS RULE ADOPTED? 

A. A.A.C. R14-2-510 G was adopted effective March 2, 1982 
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The History of Accounting Method Changes in Arizona 

Q. AS IT PERTAINS TO QWEST AND ITS PREDECESSOR COMPANIES 

WHAT HAS BEEN THE RECORD OF ADHERENCE TO THE 

COMMISSION'S ACCOUNTING RULE IN ARIZONA RATEMAKING 

A. It appears that between 1982 and 1992, Staff, RUCO, the Company and the 

Commission uniformly adhered to the rule. I reviewed the Commission's 

decisions in the following Company dockets. 

Docket Number Decision Date Disposition 
E-I 051 -81 -406 53040 21 May 1982 Settled 
E-I 051 -83-035 53849 22 Dec. 1983 Litigated 
E-I 051 -83-286 53939 01 Mar. 1984 Litigated 
E-I 051 -84-1 00 54843 10 Jan. 1986 Litigated 
E-I 051 -88-1 46 56471 17 May. 1989 Settled 
E-I 051 -91 -004 57462 15 Jul. 1991 Settled 

My review of these cases found no evidence that an accounting method 

change incorporated as an amendment into the Uniform System of Accounts 

(USOA) was not automatically incorporated into regulatory accounting and 

ratemaking in Arizona. So far as I can discern, the following USOA 

accounting method changes were incorporated into Arizona regulatory 

accounting and ratemaking without the Company, Staff, RUCO or the 

Commission taking any action: 

Capital to expense shifts resulting from the adoption of the "new" 
uniform system of the accounts prescribed by the FCC (i.e., Part 32); 
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Change in accounting from the cash method to the accrual method of 
accounting for the compensated absences, merit awards and 
medicaVdenta1 expenses; 
Increase in the capitalization rules from $200 to $500, allowing the 
expensing of qualifying "small value" assets; 
Increase in the capitalization rules from $500 to $2,000, allowing the 
expensing of qualifying "small value" assets; 
Adoption of the FAS87 accrual method of accounting for pension 
costs. 
A June 1992 change from the cash to the accrual method of reporting 
public telephone revenues and 
A March 1993 change in the method of accruing for Billing and 
Collections revenue. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. DID ALL PARTIES AND THE COMMISSION CONTINUE TO ADHERE TO 

ITS REGULATORY ACCOUNTING RULE IN THE 199O'S? 

A. No. An eight page description of my review and analysis of the Company's 

history regarding accounting method changes in Arizona can be found in 

Qwest Corporation-Exhibit PEG-R7 Based on that review I conclude that 

since promulgating A.A.C. R14-2-510 G the Commission's ratemaking orders 

have ruled on the adoption of four accounting method changes--accrual 

accounting for Other Post Employment Benefits (OPEBs), accrual accounting 

for compensated absences, and two rulings changing the method of 

accounting for short term plant under construction (STPUC). 

24 

25 

26 

27 

Q. PLEAES EXPLAIN THE FIRST ACCOUNTING METHOD RULING. 

A. On May 21, 1982, two and a half months after promulgating A.A.C. R14-2- 

51 OG, the Commission issued Decision No. 53040 in Docket No. 9981 -E- 

1051 -81 -406 which was a Mountain Bell (Qwest's predecessor company) rate 
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1 case. Pursuant to a stipulation between the Company and Staff, the 

2 Commission ordered a change in the method of accounting for STPUC from 

3 

4 

5 

6 

the capitalization method to the rate base method.’ Changing to the rate 

base method of accounting for STPUC made Arizona’s method uniform with 

the method the FCC had been using for STPUC. The FCC and Arizona used 

the same method for STPUC until the Commission’s 1995 order in the 

7 Company’s 1994 rate case discussed below. 

8 Q. PLEASE EXPLAIN THE SECOND ACCOUNTING METHOD RULING. 

9 

10 

11 

12 

13 

14 

15 

16 

A. In the Company’s 1994 rate case3 the Commission ruled on three accounting 

method issues. The first was accounting for Other Post-employment Benefits 

(OPEBs). The USOA adopted Statement of Financial Accounting Standard 

No. 106, Employer’s Accounting for Postretirement Benefits Other Than 

Pensions, (FAS 106) effective in 1992. FAS 106 prescribed an accrual 

method of accounting. Staff and RUCO argued the Commission should reject 

FAS 106. The Commission ordered the Company to continue using the pay- 

as-you-go method that the USOA had employed prior to 1 992.4 

17 

18 

Q. PLEASE EXPLAIN THE THIRD ACCOUNTING METHOD RULING. 

A. In the Company’s 1994 rate case the second accounting method issue upon 

19 which the Commission ruled was accounting for compensated absences. 

Decision No. 53040, p. 5, Ordering clause 4. 
Docket No. E-I 051 -93-1 83. 
Decision No. 58927, January 3,1995, pages 44 and 45. 

2 

3 

4 
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1 The Company began to utilize the accrual method of accounting for 

2 compensated absences in 1988 when the FCC adopted Part 32 of the USOA. 

3 In the Company’s 1994 rate case, RUCO opposed switching from the pay-as- 

4 you-go method to the accrual method. The Commission approved the 

5 continued use of the accrual method which was also the method prescribed 

6 by the USOA.5 

7 Q. PLEASE DESCRIBE THE FOURTH ACCOUNTING METHOD CHANGE. 

8 A. In the Company’s 1994 rate case, a third accounting issue was raised, 

9 accounting for STPUC, which was also the subject of the Commission’s first 

10 accounting ruling described above. Although in 1994 the USOA did not 

11 prescribe the capitalization method to account for STPUC and had not 

12 prescribed at least as far back as 1977, Staff urged the Commission to 

13 change from the rate base method the USOA prescribed to the capitalization 

14 

15 method .6 

method. The Commission agreed and ordered a change to the capitalization 

Decision No. 58927, p. 47, line 18 
Decision No. 58927, p 6, I. 15. 6 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 14, December 20,2004 

1 Q. DID YOU FIND EVIDENCE TO SUGGEST THAT AN ACCOUNTING 

2 METHOD CHANGE INCORPORATED AS AN AMENDMENT TO THE 

3 

4 REGULATORY ACCOUNTING? 

USOA IS NOT AUTOMATICALLY INCORPORATED INTO ARIZONA 

5 A. No. It is clear that absent a Commission order to the contrary, an accounting 

6 method change incorporated into the USOA is (and consistently has been) 

7 

8 Rule R14-2-510 G. 

automatically incorporated into Arizona regulatory accounting by operation of 

9 

10 

Q. DID YOUR REVIEW REVEAL EVIDENCE OF ANY REQUIREMENT FOR 

REGULATED TELEPHONE COMPANIES TO SEEK COMMISSION 

11 

12 

APPROVAL TO EMPLOY FOR RATEMAKING PURPOSES ACCOUNTING 

METHOD CHANGES THAT HAVE ALREADY BEEN INCORPORATED 

13 INTO THE USOA? 

14 A. No. I also inquired through discovery whether Staff was aware of any such 

15 requirement. Staff indicated they were not aware of any such req~irement.~ 

See Qwest data requests 10-6, 10-7 and 10-8 and Staffs response which can be found in 
Qwest Corporation- Exhibit PEG-R16. 
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1 Accounting for OPEBs (Staff B-8, C-I; RUCO RBA#7, OA#5) 

2 

3 

Q. HAS THE COMMISSION ISSUED ANY ORDER DIRECTING THE 

COMPANY TO CHANGE THE METHOD OF ACCOUNTING FOR OPEBS IT 

4 ORDERED IN THE COMPANY’S 1994 RATE CASE? 

5 A. No. The Commission’s ratemaking order in Decision No. 58927 required the 

6 Company to continue using the pay-as-you-go method of accounting for 

7 OPEBs for ratemaking purposes despite the fact that the accrual method had 

8 been incorporated into the USOA. Since then there has been no Commission 

9 decision or ruling directing the Company to stop using the pay-as-you-go 

10 method and to start using FAS 106 to account for OPEBs. In compliance with 

11 Decision No. 58927, the Company does not use FAS 106 accrual accounting 

12 for OPEBs for regulatory purposes in Arizona. In this docket my direct 

13 testimony proposes that the Commission change from the pay-as-you-go 

14 method ordered in Decision No. 58927 to the accrual accounting method. 

15 Q. MR. CARVER’S TESTIMONY’ ARGUES THAT IN THE COMPANY’S LAST 

16 RATE CASE THE COMMISSION ORDERED THE COMPANY TO BEGIN 

17 

18 1999. DO YOU AGREE? 

19 

20 

21 

USING ACCRUAL ACCOUNTING FOR OPEBS EFFECTIVE JANUARY I, 

A. No. The adoption of FAS 106 for ratemaking purposes was a contested issue 

in Qwest’s last rate case. A settlement agreement between Staff and Qwest 

that the Commission adopted with some modifications resolved the case. 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; pp. 56-71. 
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Nothing in the settlement agreement or the Commission’s decision approving 

the settlement agreement provides for the adoption of FAS 106. Mr. Carver 

argues that it was the “regulatory intent” of Staff and Qwest to adopt FAS 106 

for ratemaking  purpose^,^ and that, therefore, Qwest is pretending that the 

Commission did not adopt FAS 106 in Qwest‘s last rate case. I disagree. 

First, the adoption of FAS 106 for ratemaking purposes was not uncontested. 

AT&T opposed it in direct and surrebuttal testimony.” Staff offered no 

testimony in rebuttal of AT&T’s position. 

Second, Mr. Carver’s assertion that Qwest and Staff intended to agree on the 

accounting method to be used is contradicted by the settlement agreement 

itself, which provides: 

11. COMPLETE AGREEMENT. This Agreement represents the 
complete agreement of the Parties. There are no understandings 
or commitments other than those specifically set forth herein. 
The Parties acknowledge that this Agreement resolves all issues 
that were raised in the Rate Case and is a complete and total 
settlement between the Parties. (emphasis added) 

At page 61 of his direct testimony Mr. Carver acknowledges that “Mr. Grate is 

quite correct that both the settlement agreement and the Commission’s order 

are silent concerning the transition from PAYGO to OPE6 accrual 

Docket No. T-01051B-03-0454; Direct Testimony of Steven C. Carver; p. 56,1.11; p. 61, I. 1; 27 

Docket No. T-1051 B-99-105, Direct Testimony of Susan M. Gately, pp. 36-7, Surrebuttal 
p.67,l. I ’ p .  71, 1.4. 

Testimony of Susan M. Gately, p. 11. 

10 
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accounting.” Nevertheless Mr. Carver ignores the portion of the settlement 

agreement that states there are no understandings other than those 

specifically set forth in the settlement agreement. Instead, he argues there 

was an unwritten understanding or “regulatory intent” between Staff and 

Qwest whereby they adopted FAS 106 and “mutually adopted an APBO/TBO 

balance and an amortization period.”” 

Even if there was such an understanding before the settlement agreement, 

there was not one after the signing of the settlement agreement-by the force 

of its own terms. Nevertheless, Mr. Carver dismisses the settlement 

agreement’s silence regarding OPEBs as inconsequential. 

I do not find it disturbing, dispositive or surprising that OPEB accounting 
(Le., PAYGO continuation or adoption of FAS 106) was not explicitly 
addressed in the last rate case settlement agreement, unlike the specific 
reference contained in the 1997 Southwest Gas Corporation settlement. 

If the 1997 Southwest Gas Corporation settlement (to which Staff was a 

party) included language explicitly adopting FAS 106, then clearly the 

settlement agreement between Staff and Qwest in the Company’s last rate 

case could have too. The absence of language regarding FAS 106 is not, as 

Mr. Carver suggests, inconsequential, particularly where the settlement 

agreement is clear that there are no understandings beyond what it says. 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 64, 1.27 11 
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Third, I do not subscribe to Mr. Carver’s view that the party’s “regulatory 

intent” expressed in rate case testimony that preceded a settlement 

agreement should determine Arizona regulatory accounting and ratemaking 

policy. Where the Commission has plainly ordered a deviation from Arizona’s 

regulatory accounting rule for ratemaking purposes, it should not be left to the 

parties to later undo the order though their testimony, even if they are 

unanimous in their desire (which in the Company’s last rate case they were 

not) to change the accounting method the Commission previously ordered. 

Q. WHAT IS RUCO’S POSITION WITH REGARD TO THE ADOPTION OF FAS 

106? 

A. RUCO proposes two adjustments to Qwest‘s adjustment PFA-03 that treats 

FAS 106 as adopted as of the end of the 2003 test year. However neither 

RUCO adjustment disputes the adoption of FAS 106 within the 2003 test 

year. No party except Staff claims it was adopted in 1999. 
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1 

2 

Q. MR. CARVER ARGUES QWEST HAS NOT MAINTAINED ITS ARIZONA 

INTRASTATE REGULATORY ACCOUNTING RECORDS IN STRICT 

3 

4 

COMPLIANCE WITH THE PAYGO ACCOUNTING METHOD ADOPTED BY 

THE COMMISSION IN THE COMPANY’S 1994 RATE CASE.” HOW DO 

5 YOU RESPOND? 

6 A. In the Company’s 1994 rate caseI3 the Commission ordered a deviation from 

7 Arizona’s regulatory accounting rule for purposes of the Company’s 

8 ratemaking by adjusting Qwest‘s test year OPEBs costs. The Commission’s 

9 decision did not address what to do regarding compliance with the regulatory 

10 accounting rule in A.A.C. R14-2-510 G. During that same time period, 

I 1  several other state regulatory commissions also ordered ratemaking and/or 

12 accounting with regard to OPEBs that differed from the USOA. Hence, the 

13 regulatory accounting and ratemaking treatment of OPEB costs varies from 

14 the treatment afforded it by the FCC in several states. 

15 The differences include partial early adoption in one state, phased in adoption 

16 in another, late adoption in several, and in Arizona, no adoption at all. There 

17 are also differences relating to funding or not funding the accrued liability, and 

18 the timing of the recognition of the Transition Benefit Obligation (TBO). 

19 These differences make for a melange of jurisdictional accounting issues that 

20 Qwest must handle. 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; pp. 67-71. 12 

l3 Docket No. E-1051-93-183 (Decision No. 58927). 
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1 

2 

Qwest maintains JR books for each state that reflect Jurisdictional 

Differences (JDs) from the books kept for reporting to the FCC (MR Books). 

3 

4 

Each state has its own JR books that reflect accounting estimates and 

methods that are unique to that state and different from the FCC’s accounting 

5 

6 

estimates and methods. However because OPEBs accounting is so complex, 

Qwest does not, as a rule, record JDs for OPEBs in the several states where 

7 

8 

9 

differences in regulatory accounting and ratemaking treatment exist. Qwest’s 

JR books in most states-including Arizona-are no different than the MR 

books in their accounting for OPEBs. In states where there are exceptions to 

10 this rule the exceptions relate to TBO amortization differences. 

11 

12 

13 

14 

15 

16 103 filing. 

Because Arizona is one of the states in which the Company has no JDs for 

OPEBs the Arizona unadiusted test year reflects OPEBs in accordance with 

the FCC’s adoption of FAS 106 in 1992. This was the case in Docket No. E- 

1051-93-1 83 (the Company’s 1994 rate case) and Docket No. T-01051 B-99- 

01 05 (the Company’s last rate case) and it is the case in Qwest‘s current Rule 

17 

18 

19 

Q. DID YOU EXPLAIN THIS TO MR. CARVER? 

A. Yes. On October 21, 2004, Mr. Carver sent me a series of three e-mails 

inquiring about Qwest’s OPEBs accounting. He asked me to schedule a 

20 

21 

meeting so that I could explain and clarify Qwest’s responses to his discovery 

concerning OPEBs. As I studied his questions and began to research the 
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1 

2 

3 

4 

answers, I determined that a written explanation would best clarify our 

responses and help his understanding. I e-mailed that response to Mr. 

Carver October 25,2004. A copy of the e-mails between Mr. Carver and 

myself is attached to this testimony as Qwest Corporation-Exhibit PEG-R8. 

5 

6 

7 

8 AND RATEMAKING RULE? 

Q. AS A MATTER OF REGULATORY POLICY, WHAT SHOULD THE 

COMMISSION DO WHEN IT tNTENDS TO CHANGE ITS POSITION WITH 

REGARD TO A PREVIOUSLY ORDERED REGULATORY ACCOUNTING 

9 

10 

A. If the Commission's position regarding the accounting rules for establishing 

revenue requirement is not explicit, it opens the ratemaking process to 

11 

12 

endless debate about what the rules are. In this case, Staff argues the 

"regulatory intent" of the parties to a settlement agreement that contains no 

13 

14 

language expressing that intent is somehow dispositive. Qwest's view is that 

if the Commission issues an order deviating from its own accounting rule, the 

15 

16 

Commission must issue another order superseding the first order before the 

first order can be considered no longer effective. 

17 

18 

Deviating from uniform accounting rules destroys the comparability of utility 

financial results. Deviation from the USOA also leads to a patchwork quilt of 

19 

20 

different accounting rules for different utilities that make the job of reviewing 

and understanding their financial results more burdensome. I recommend the 

21 Commission avoid deviating from Arizona's regulatory accounting rule and 



10 

11 

12 

13 

14 

15 

16 

17 

18 

19 
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take steps to adopt accounting methods that are consistent with the USOA so 

that over time, uniformity and consistency will return to regulatory accounting 

in Arizona. 

I also believe that where the Commission has issued an order to adopt for 

ratemaking purposes a different accounting method than is required under 

Arizona’s regulatory accounting rule, a departure from that order can only be 

accomplished with another order. I do not believe it is sound regulatory policy 

for the parties to be allowed to speculate and argue about what a settlement 

agreement or the Commission’s order meant by their silence. 

Q. SHOULD THE COMMISSION ADOPT STAFF’S PROPOSED 

ADJUSTMENTS FOR OPEBS? 

A. No. Adjustments 8-8 and C-18 are premised on Staffs erroneous 

assumption that the Commission’s order in Qwest‘s last rate case directed 

Qwest to adopt of FAS 106 in 1999. It did not. Accordingly, adjustments B-8 

and C-I 8 must be rejected. 

Q. SHOULD THE COMMISSION ADOPT RUCO’S PROPOSED 

ADJUSTMENTS FOR OPEBS? 

A. No. These adjustments are unnecessary. Adjustment PFA-02 to Qwest‘s 

revised revenue requirement calculation includes the same corrections that 



1 

2 

3 
4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 
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RUCO’s Operating Adjustment #5 - Postretirement Benefit Amortization and 

Rate Base Adjustment #7 - Postretirement Benefits are meant to make. 

Accounting for lnternal-Use-Software (Staff B-6, C-1 I; RUCO 
RB#2,0A#4) 

Q. WHAT IS THE CONTESTED REGULATORY ACCOUNTING ISSUE WITH 

REGARD TO ACCOUNTING FOR INTERNAL-USE-SOFTWARE? 

A. The contested issue is a calendar question, specifically, when did accrual 

accounting for internal-use-software under the American Institute of Certified 

Public Accountants’ Statement of Position 98-1 (SOP 98-1) first become 

effective for regulatory accounting and ratemaking in Arizona. RUCO and 

Qwest believe the date was January 1,1999. Staff asserts it has not yet 

occurred and proposes two adjustments (B-6 and C-I 1) that assume adoption 

occurs in the 2003 test year. 

Q. WHEN WAS SOP 98-1 ADOPTED FOR PURPOSES OF THE FCC’S 

USOA? 

A. January 1,1999. 

Q. WHEN WAS SOP 98-1 ADOPTED FOR PURPOSES OF AND 

REGULATORY ACCOUNTING UNDER A.A.C. R-14-2-510 G? 

A. January 1, 1999. 
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I Q. WHEN DO RUCO AND QWEST BELIEVE SOP 98-1 WAS ADOPTED? 

2 A. January 1, 1999.14 

3 Q. HAS THE COMMISSION ISSUED ANY ORDER DEVIATING FROM THE 

4 JANUARY I, 1999 ADOPTION UNDER A.A.C. Rl4-2-510 G? 

5 A. No. 

6 Q. WHY, THEN, MIGHT STAFF BELIEVE ADOPTION OF SOP 98-1 HAS NOT 

7 YET OCCURRED? 

8 A. Perhaps from my direct testimony in which I stated 

9 Q. DOES QWEST USE SOP 98-1 IN ALL THE OTHER STATES WHERE 
10 IT IS REGULATED? 
11 
12 

A. No. Qwest does not use SOP 98-1 to account for internal use software 
in any state except Oregon. 

13 Q. WAS THIS STATEMENT CORRECT WHEN YOUR DIRECT TESTIMONY 

14 WAS FILED MAY 20,2004? 

15 A. Yes. When my direct testimony was filed, Qwest recorded on the state 

16 

17 

18 adopted. 

regulatory books of all states except Oregon Jurisdictional Differences (JDs) 

that treated the costs of internal-use-software as if SOP 98-1 had not been 

Docket No. T-01051 B-03-0454; Direct Testimony of Marylee Diaz Cortez, p. 6, I. 21. 14 
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1 Q. IS THIS STATEMENT STILL CORRECT? 

2 A. No. When I prepared my direct testimony earlier this year, I was unaware of 

3 Arizona’s regulatory accounting rule set forth in A.A.C. R14-2-510 G. I was 

4 also unaware of the true history of the treatment of accounting method for 

5 ratemaking purposes in Arizona. In fact I was under the mistaken impression 

6 that Qwest was obligated to seek the Commission’s approval for each 

7 accounting method change before it could be incorporated into regulatory 

8 accounting and ratemaking in Arizona. Because the Commission has not 

9 issued an order adopting SOP 98-1, I wrongly assumed it had not been 

10 adopted in Arizona. 

11 Q. WHAT WAS THE BASIS FOR YOUR MISTAKEN ASSUMPTION? 

12 

13 

A. I had two reasons. In preparing to write my direct testimony, I reviewed 

Qwest‘s accounting for SOP 98-1 and found that in all states except Oregon 

14 Qwest treated the costs of internal-use-software as if SOP 98-1 had not been 

15 adopted. I also reviewed portions of the testimony filed in Docket No. 

16 T-I 051 B-99-105 (Qwest’s last rate case) and found that Staff witness Steven 

17 C. Carver had testified that the Company had “previously sought regulatory 

18 approval and ratemaking treatment” for the following accounting method 

19 changes: 

20 
21 

Capital to expense shifts resulting from the adoption of the “new” 
uniform system of the accounts prescribed by the FCC (i.e.’ Part 32); 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
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. Change in accounting from the cash method to the accrual method of 
accounting for the compensated absences, merit awards and 
medicaVdental expenses; . Increase in the capitalization rules from $200 to $500, allowing the 
expensing of qualifying "small value" assets; . Increase in the capitalization rules from $500 to $2,000, allowing the 
expensing of qualifying "small value" assets; . Adoption of the FAS87 accrual method of accounting for pension 
costs; and . Adoption of the FASI 06, which implemented a change from cash to 
accrual method of accounting for post-retirement benefits other than 
~ensi0ns. l~ 

13 Relying on the Company's accounting records and on Mr. Carver's testimony, 

14 I wrongly assumed that the Company was required to seek the Commission's 

15 approval before incorporating accounting method changes into regulatory 

16 accounting and ratemaking in Arizona. 

17 Q. WHAT CAUSED YOU TO QUESTION THAT ASSUMPTION? 

18 A. In the course of discovery in this docket, Staff propounded data request 

19 UTI 4-l(a) which asked: 

20 
21 
22 

Since Qwest adopted SOP98-1 in 1999 pursuant to an order of the FCC, 
please explain why Qwest is only now proposing to adopt this accounting 
method for Arizona regulatory purposes? 

23 This question and a phone conversation with Mr. Brosch and Mr. Carver 

24 raised doubts about my assumptions regarding the adoption of SOP 98-1. 

l5 Docket No. T-1051 B-99-105, Direct Testimony of Steven C. Carver, pages 64 and 65. 
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1 Q. WHAT DID YOU DO ABOUT YOUR DOUBTS? 

2 A. I researched the Arizona Administrative Code and found A.A.C. R14-2-510 G, 

3 

4 

Arizona’s regulatory accounting rule. I then reread the Commission’s orders 

issued since it promulgated A.A.C. R14-2-510 G in 1982 to determine 

5 

6 

whether the Commission had adhered to this rule for ratemaking purposes or 

whether Mr. Carver’s testimony in Qwest’s last rate case was correct. 

7 Q. WHAT DID YOU FIND? 

8 A. An eight page description of my review and analysis of the Company’s history 

9 

10 

11 

12 

regarding accounting method changes in Arizona can be found in Qwest 

Corporation-Exhibit PEG-R7. I found nothing in the orders I reviewed to 

corroborate Mr. Carver’s testimony. Instead, I found that except for the 

rejection of FAS 106 to account for OPEBs (which I discussed in the 

13 

14 

preceding pages) the accounting method changes he had mentioned 

appeared to have been incorporated automatically into Arizona regulatory 

15 

16 

accounting and ratemaking. The process did not require or involve any active 

participation by the Company, Staff, RUCO or the Commission. 

17 

18 

19 

20 

I concluded that Mr. Carver’s testimony in the Company’s last rate case was 

incorrect. With the exception of its order in the Company’s 1994 rate case 

that explicitly rejected FAS 106 and adopted the capitalization method of 

accounting for STPUC (both at the behest of Mr. Carver), the Commission 
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1 had adhered to Arizona's regulatory accounting rule for purposes of 

2 establishing the Company's revenue requirements. 

3 Q. DID YOU GIVE STAFF AN OPPORTUNITY TO CORROBORATE MR. 

4 CARVER'S TESTIMONY IN THE COMPANY'S LAST RATE CASE? 

5 A. Yes. I prepared questions that were served on Staff as data request Qwest 

6 10-1 1 and 10-12. The questions asked for citation to the Commission 

7 decision or order evidencing that Qwest sought and the Commission grantec 

8 approval for these accounting method changes. As I have previously 

9 testified, Staff declined to provide any such information.16 

10 Q. DID YOU INVESTIGATE WHY QWEST'S ACCOUNTING FOR INTERNAL- 

11 USE-SOFTWARE DID NOT REFLECT ADOPTION OF SOP 98-1 IN ANY 

12 STATE EXCEPT OREGON? 

13 A. Yes. It struck me that by not following the USOA regarding the adoption of 

14 SOP 98-1 Qwest was non-compliant with A.A.C. R-14-2-510 G. So I initiated 

15 an internal inquiry to determine whether this was true. In response to Staff 

16 data request UTI 16-1 7, Qwest explained with regard to the adoption of SOP 

17 98-1 that, 

18 
19 
20 
21 

In addition to Arizona, the company maintained offbook records for the 
following jurisdictions in 2003: Colorado, Iowa, Idaho, Minnesota, 
Montana, Nebraska, New Mexico, North Dakota, South Dakota, Utah, 
Washington and Wyoming. "The reason for maintaining the offbook 

i 
~ 

i 

A copy of Qwest data requests 10-1 1 and 10-12 and Staff's response can be found in Qwest 16 

Corporation- Exhibit PEG-R16. 
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1 
2 

records is the same for Arizona and all the jurisdictions shown above. 
There have been no orders in any of these jurisdictions implementing SOP 

3 98-1. 

4 So I asked that the inquiry address not only Arizona but also all other 

5 jurisdictions to determine whether Qwest was non-compliant with any other 

6 state’s regulatory accounting rules as it pertained to SOP 98-1. 

7 Q. WHAT DID THE INQUIRY REVEAL? 

8 A. The inquiry concluded that the regulatory accounting rules in all states except 

9 Washington, Iowa and South Dakota would provide for the adoption of SOP 

10 98-1 at the same time it was adopted for purposes of the USOA. As a result 

11 of this inquiry, Qwest is adjusting its JR books in November to reflect adoption 

12 of SOP 98-1 in conformance with adoption as per the USOA in Arizona, 

13 Colorado, Idaho, Montana, Nebraska, New Mexico, North Dakota, Utah, and 

14 Wyoming . 

15 Q. WHAT DID YOU DO WITH YOUR NEWFOUND KNOWLEDGE OF THE 

16 

17 CHANGES? 

ARIZONA RULE AND PRACTICE REGARDING ACCOUNTING METHOD 

18 A. I concluded that Qwest‘s adjustment PFA-03 regarding the adoption of SOP 

19 98-1 was incorrect, because it assumed adoption in 2003 instead of 1999. I 

20 notified the parties of this conclusion in Qwest‘s supplemental response to 

21 Staffs data request UTI 4-1 (a) as follows: “Qwest will revise its test year to 
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1 reflect the adoption of SOP 98-1 effective January 1, 1999, the same date 

2 Qwest adopted SOP 98-1 for FCC reporting purposes.” In response to part 

3 (c) of that data request I provided an attachment with a revised calculation of 

4 

5 January 1,1999. 

Adjustment PFA-03 to reflect the fact that SOP 98-1 had been adopted 

6 Q. MR. CARVER COMPLAINS: “THIS REVISED POSITION ... IS SPONSORED 

7 

8 

BY MR. GRATE EVEN THOUGH THE COMPANY HAS NEVER 

PREVIOUSLY PROPOSED NOR SOUGHT COMMISSION APPROVAL TO 

9 

10 

RECOGNIZE THIS ACCOUNTING CHANGE FOR INTRASTATE 

REGULATORY PURPOSES.”” WHAT IS YOUR RESPONSE? 

11 A. I discovered in my research that Arizona has no requirement for the Company 

12 to seek or the Commission to grant approval of this accounting change. 

13 Under Arizona’s regulatory accounting rule, as promulgated by this 

14 Commission, the adoption of this change was automatic in 1999. Mr. Carver 

15 complains of non-compliance with a nonexistent requirement. 

16 Q. DID YOU GIVE MR. CARVER AN OPPORTUNITY TO DEMONSTRATE 

17 

18 

19 

20 

THAT SUCH A REQUIREMENT EXISTS? 

A. Yes. I prepared questions that were served on Staff as Qwest data requests 

10-5 and 10-6. The questions asked if Staff believes that Arizona utilities, or 

Qwest in particular, must seek and receive Commission approval to 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; pp. 50-51. 17 
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1 incorporate a change in accounting methods mandated by the USOA for cost- 

2 

3 

of-service ratemaking purposes in Arizona. In response to both questions, 

Mr. Carver responded that he “believes that resolution of ratemaking 

4 

5 

treatment of accounting changes that significantly impact revenue 

requirement is properly addressed within the context of ratemaking 

6 

7 

proceedings” but admitted that his belief was “not predicated on any 

statutory constitutional or rulemaking authority.” (emphasis added)” 

8 There is no Arizona requirement to seek Commission approval for accounting 

9 

10 

changes automatically incorporated by Arizona’s regulatory accounting rule. 

Mr. Carver’s complaint that the Company has never previously proposed nor 

11 sought Commission approval to recognize this accounting change for 

12 intrastate regulatory purposes is based on a fundamental misconception. 

13 Q. MR. CARVER CLAIMS THAT HE KNOWS SOP 98-1 WAS NOT ADOPTED 

14 

15 

16 

IN 1999 BECAUSE OF WHAT THE PARTIES SAID IN TESTIMONY FILED 

IN THE CASE.” WHAT IS YOUR RESPONSE? 

A. The testimony of the parties is irrelevant for two reasons. First, the testimony 

17 is irrelevant because the settlement agreement in Qwest’s last rate case 

18 

19 

makes it so. The settlement agreement provides: “There are no 

understandings or commitments other than those specifically set forth herein.” 

A copy of Qwest data requests 10-5 and 10-6 and Staffs response can be found in Qwest 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; pp. 53-54. 

18 

Corporation- Exhibit PEG-R16. 
19 
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1 

2 

Second, nothing in Arizona’s regulatory accounting rule suggests that the 

positions of the parties in a rate case (particularly one that is resolved by a 

3 

4 

5 

6 for disregarding it. 

settlement lacking any language regarding account method changes) affect 

the operation of the rule. Absent a Commission decision that orders a 

deviation from the rule (Decision 58927 being the only one) there is no basis 

7 Q. SHOULD THE COMMISSION ADOPT STAFF’S PROPOSED 

8 ADJUSTMENTS FOR SOP 98-1 (INTERNAL USE SOFTWARE)? 

9 

10 

A. No. Adjustments B-6 and C-I 1 are premised on Mr. Carver’s erroneous 

belief that SOP 98-1 was not adopted in 1999. Staff is the only party that 

11 

12 

maintains this incorrect position. Nothing in the settlement agreement or the 

Commission’s order in Qwest’s last rate case provides for non-adoption. 

13 

14 

Moreover, it has long been the Commission’s practice to follow its rule and 

automatically incorporate into ratemaking changes in accounting method 

15 under the rule. Accordingly, adjustments B-6 and C-I 1 must be rejected. 

16 

17 CAPITALIZATION OF SOFTWARE ADJUSTMENTS? 

18 

Q. SHOULD THE COMMISSION ADOPT RUCO’S PROPOSED 

A. No. These adjustments are unnecessary. Adjustment PFA-03 to Qwest‘s 

19 

20 

revised revenue requirement calculation includes the same corrections that 

RUCO’s Operating Adjustment #4 - Capitalization of Software. and Rate 

21 Base Adjustment #2 - Capitalization of Software are meant to make. 
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C-I 6 

11 

Value ($000) 

(1 2,804) Year-end Wage and Salary 
Annualization 
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c-3 
B-7 

c-22 
Total 

RATEMAKING METHODS 

Access Revenue Annualization 135 
Depreciation Reserve Correction (1 0,123) 
Depreciation Annualization (55,748) 
Revenue Reauirement Value (84.239) 

Relevance of Ratemaking Methods 

Q. WHY ARE THE COMMISSION'S RATEMAKING METHODS RELEVANT? 

A. The Commission's ratemaking methods are relevant for two reasons. From a 

policy perspective they are important because they are a critical component 

of Arizona's regulatory framework. Parties need to be clear about the 

ratemaking methods in Arizona. Such clarity seems to be lacking at present. 

The ratemaking methods are important in this case because they are 

dispositive of three revenue requirement issues involving eight adjustments to 

Qwest's test year worth $84 million that Staff has proposed. 

Issue 

Directory Assistance Revenue I c-5 I Annualization I (3,789) 

I C-4 I Toll Revenue Annualization I (1 . loo) 
I C-2 I Local Service Revenue Correction I (810) 
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I The Commission’s Ratemaking Methods 

2 Q. WHAT DO YOU MEAN BY “RATEMAKING METHODS?” 

3 A. I am referring to the Commission’s methods regarding cost-of-service test 

4 year construction. The Commission’s cost-of-service ratemaking rules define 

5 the test year as: 

6 
7 
8 
9 103(A)(3)(p) (emphasis added) 

The I-year historical period used in determining rate base, operating 
income and rate of return. The end of the test year shall be the most 
recent practical date available prior to the filing. A.A.C. R14-2- 

10 However, the Commission’s rules also define original cost rate base as: 

11 
12 
13 
14 
15 

An amount consisting of the depreciated original cost, prudently invested, 
of the property (exclusive of contributions and/or advances in aid of 
construction) at the end of the test year, used or useful, plus a proper 
allowance for working capital and including all applicable pro forma 
adjustments. A.A.C. R14-2-103(A)(3)(h) (emphasis added) 

16 The use of an end-of-period rate base instead of the rate base during the test 

17 year gives rise to two ratemaking methodology issues most states don’t have. 

18 Method of Annualization (Staff C-76; RUCO OA#2) 

19 Q. WHAT IS THE FIRST RATEMAKING METHOD ISSUE? 

20 A. The first methodology issue is whether the Commission should require 

21 annualization of the test year using a technically supportable method on a 

22 consistent basis or should allow piecemeal annualization of isolated elements 

23 of the test year using different methods. 
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1 

2 

Q. WHAT GIVES RISE TO THIS METHODOLOGY ISSUE? 

A. Unlike Arizona, most regulatory jurisdictions establish rate base as the 

3 

4 

average during the test period, which is typically twelve months. Arizona’s 

rule specifying an end-of-period rate base creates the potential for a 

5 

6 

mismatch between the rate base determined at a single point in time and 

operating income determined over twelve months. This mismatch can occur 

7 

8 

where the factors that determine revenues and expenses during the entire 

twelve month test period are not representative of the factors at the end of the 

9 

10 

test period (when rate base is measured). A mismatch between rate base 

and the factors that determine operating income can impair the predictive 

11 value of the test year by distorting the financial relationship between end-of- 

12 period rate base and operating income over the preceding twelve months. 

13 

14 

To avoid this distortion so-called “annualization” adjustments are necessary to 

harmonize or synchronize operating income measured over a twelve month 

15 

16 

test period with rate base measured at a single point in time. The aim of 

these annualization adjustments is to make overall operating income reflect 

17 

18 

financial results at a single point in time-the same single point in time that 

rate base is measured-instead of over the preceding twelve months. The 

19 goal is to harmonize or synchronize overall operating income with end of 

20 period rate base so that the revenue requirement overall is representative of 

21 financial conditions at the end of the test period. 
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1 

2 

The issue in this case-and the issue generally for the Commission to 

consider-is what methodological approaches should be permitted and not 

3 

4 components of operating income. 

permitted for computing annualization of the revenue and expense 

5 

6 

Q. ARE YOU SUGGESTING THAT THE COMMISSION SHOULD PRESCRIBE 

A SPECIFIC METHODOLOGY FOR COMPUTING ANNUALIZATION? 

7 

8 

A. No. I do not believe the Commission should assume that any one 

methodology is superior to the others or that it should prescribe any particular 

9 

10 

methodology. I am suggesting that the Commission instruct parties to use a 

single annualization methodology applied consistently to all significant 

11 elements of operating income. 

12 

13 OPERATING INCOME? 

14 

Q. DID QWEST MAKE AN ADJUSTMENT TO ANNUALIZE TEST YEAR 

A. Yes. Qwest’s adjustment PFN-03 is Qwest’s comprehensive annualization of 

15 

16 

test period operating income. It increases revenue requirement $44.7 million. 

Qwest analyzed all significant USOA revenue and expense accounts and, 

17 

18 

using a consistently applied statistical method, annualized those accounts. 

Where a statistically significant factor could be identified that would be a 

19 

20 

statistically reliable indicator of year end levels Qwest calculated an 

adjustment tied to that indicator. I explained Qwest‘s methodology in detail in 

21 my direct testimony 
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1 Q. MR. CARVER ASSERTS THAT CERTAIN ELEMENTS OF QWEST’S 

2 REVENUE REQUIREMENT CALCULATION, SPECIFICALLY EMPLOYEE 

3 LEVELS AND GENERAL NON-LABOR OPERATING EXPENSES, ARE 

4 BASED ON AVERAGE TEST YEAR LEVELS.” IS THIS CORRECT? 

5 A. Qwest applied its annualization analysis methodology to every significant 

6 

7 

account including every significant operating expense account. None of its 

expense accounts qualified for adjustment under the methodology Qwest 

8 

9 

employed. However, it would be misleading to claim Qwest did not conduct a 

rigorous analysis of expense account before determining that no adjustments 

10 were warranted to the twelve months of test year expenses. 

11 Qwest did not adjust expenses to reflect changes in employee counts for two 

12 

13 

reasons. First, Qwest found no correlation between employee counts and 

overall expense levels. Second, an ad hoc adjustment for employee levels 

14 

15 

16 the method Qwest used. 

would have introduced a second annualization methodology into the 

annualization process that was inconsistent with and potentially duplicative of 

17 

18 OPERATING INCOME? 

19 

Q. DID RUCO MAKE ANNUALIZING ADJUSTMENTS TO TEST YEAR 

A. No. Arguing that that Qwest‘s adjustment “amounts to nothing more than 

20 speculation of future customer levels” and “does not meet the known and 

*’ Docket No. T-01051B-03-0454; Direct Testimony of Steven C. Carver; p. 7, I. 18. 
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1 

2 

3 

measurable standard] matching principle, or historical test year concepts of 

ratemaking,” RUCO proposed Operating Adjustment #2 which is a complete 

reversal of Qwest‘s adjustment PFN-03. *’ 

4 Q. IS ANY OF RUCO’S ARGUMENTS CORRECT? 

5 

6 

A. No. Qwest’s annualization adjustments are not based on speculation of 

future customer levels but on analysis of actual historical data. They do not 

7 

8 

violate the known and measurable standard or the historical test year data 

because they do not rely on any post-test year data or speculation. They do 

9 

10 

11 

not violate the matching principle but, instead, serve it by harmonizing the 

end-of-period rate base with twelve months of operating income. RUCO’s 

Operating Adjustment #2 should be rejected. 

12 

13 OPERATING INCOME? 

14 

15 

16 

17 

18 

Q. DID STAFF MAKE ANNUALIZING ADJUSTMENTS TO TEST YEAR 

A. Yes. Staff started with Qwest’s adjustment PFN-03 and added five 

adjustments of its own. These are Staffs adjustments C-2 (“Local Service 

Revenue Correction”), C-3 (“Access Revenue Annualization”), C-4 (“Toll 

Revenue Annualization”); C-5 (“Directory Assistance Revenue Annualization”) 

and C-I 6 (“Year end Wage and Salary Annualization”). By Staffs calculation, 

19 the aggregate effect of these adjustments reduces revenue requirement 

Docket No. T-01051B-03-0454; Direct Testimony of Marylee Diaz Cortez; p. 18. 21 
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$1 8.3 million. The net effect of these five Staff adjustments and Qwest’s 

adjustment PFN-03 is a revenue requirement increase of roughly $28 million. 

Q. HAS THE COMMISSION APPROVED TEST YEAR ADJUSTMENTS FOR 

YEAR END EMPLOYEE LEVELS IN THE PAST? 

A. Yes. In the Company’s 1985 rate casez2 the Commission accepted Staffs 

proposed adjustment number 11 that “reduced TY operating expenses by 

$2,685,000 to reflect its recalculation of Mountain States adjustment Nos. 20 

and 21 using lower end of TY employee levels.”23 However, the Commission 

also accepted Staffs adjustment number 16 that ‘‘increased TY operating 

expenses by “$2,154,000 to reflect the annualization at end of TY levels 

of all other non-wage  expense^."'^ (emphasis added) Utilitech was not 

Staffs revenue requirement consultant in the Company’s 1985 rate case. 

In the Company’s 1994 rate casez5 the Commission said: “The Company 

adjusted its TY salaries and wages by annualizing its March 1993 wage level. 

* * * We concur with the Company’s TY salaries and wage adjustment of 

$3,931 ,000.’’26 The Company also proposed to annualize customer 

operations and uncollectibles. According to Staff, these two expense 

accounts did not vary directly with either customer counts or revenues. The 

Docket No. E-I 051 -84-1 00. 
23 Docket No. E-1051-84-100, Decision No. 54843, p. 14, I. 25. 

Docket No. E-1051-84-100, Decision No. 54843, p. 15, I. 16. 
25 Docket No. E-I 051 -93-1 83. 

Docket No. E-1051-93-183, Decision No. 58927. p. 47, I. 25. 

22 

24 

26 
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1 Commission agreed with Staff and denied the adju~tments.~~ Utilitech was 

2 Staffs consultant in this case. 

3 Q. WHY DO YOU OPPOSE STAFF’S ADJUSTMENT C-16 IN THIS CASE? 

4 A. Staffs adjustment C-I 6 is a piecemeal annualizing adjustment that relies on a 

5 substantially different methodology than does Staffs other four adjustments 

6 or Qwest’s adjustment PFN-03. Adjustment C-I 6 purports to adjust the test 

7 year to reflect declining employee levels. According to Mr. Carver, “It is 

8 based on average regular pay (basic pay plus paid absences) per equivalent 

9 employee (Le., both management and occupational employees) for the 

10 months of October through December 2003.”28 It adjusts expenses for year 

11 end employee counts in seven expenditure type codes (EXTCs): 

12 11 1 - Basic Wages 
13 131 - Equivalent Time-Off Paid 
14 132 - Holiday Paid 
15 133 - Vacation Paid 
16 
17 
18 

134 - Excused Work Days Paid 
139 - Other Paid Days such as jury duty, death in family, etc. 
149 - Short Period Sickness 

19 Q. WHY DO YOU FIND THIS PROBLEMATIC? 

20 A. My disagreement with adjustment C-16 is that it is not based on a 

21 methodology used consistently and uniformly. Instead, it singles out just 

22 seven EXTCs and adjusts just those seven. It fails to consider whether 

Docket No. E-1051-93-183, Decision No. 58927. p. 48, 1. 27. 
Docket No. T-010518-03-0454; Direct Testimony of Steven C. Carver; p. 34. 

27 

28 
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1 significant changes might also be occurring in the other 446 active EXTCs to 

2 which the Company records expenses and whether those changes might 

3 offset the changes in the seven that Mr. Carver singles out for adjustment. In 

4 the colloquial vernacular of ratemaking, adjustment C-I 6 is “sharp-shooting” 

5 the revenue requirement. 

6 Q. DOES MR. CARVER RELY ON REGRESSION ANALYSIS FOR 

7 ADJUSTMENT C-16? 

8 A. Yes. During the last three months of the test year, the average count of 

9 equivalent employees in Arizona was 5,618 management and occupational 

10 employees. Using regression analysis, Mr. Carver put the count at 5,244, 

11 which is 374 less than the average over the three Using this 

12 statistically derived change in equivalent employee counts he computed his 

13 downward adjustment in wage and salary expense. However, he failed to 

14 first establish that changes in employee counts are a statistically reliable 

15 indicator of overall expense levels. 

The regressed value Mr. Carver uses for employees is lower than the actual level during any 
month of the 36 month regression period. It is notable that in support of Staff adjustments C-4 
and C-5, Mr. Brosch argues the Company’s annualization of intrastate toll service and directory 
assistance should be rejected because Qwest’s regression value for these two revenue sources 
is lower than the actual level during any month of the 36 month regression period. Apparently 
Staff rejects the notion that what is sauce for the goose is also sauce for the gander. 

29 
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1 Q. WHAT OTHER PROBLEMS DID YOU FIND WITH MR. CARVER’S 

2 ADJUSTMENT C-16? 

3 A. Mr. Carver’s calculation employs a methodology that conflicts with the 

4 methodology his partner, Mr. Brosch, uses for other proposed annualization 

5 adjustments. In his testimony supporting Staffs adjustments C-4, Toll 

6 Revenue Annualization, Mr. Brosch, argued “the overall result of Qwest‘s 

7 annualized IntraLATA Toll revenue adjustment is not consistent with recorded 

8 revenue levels in the test period. Specifically, Qwest’s proposed annualized 

9 monthly revenue level ... is lower than every single month of the test 

10 period.30 Similarly with regard to Staffs adjustments C-5, Directory Revenue 

11 Annualization, Mr. Brosch argued that because revenues in the test year were 

12 greater than the amount computed by statistical regression: “The Company’s 

13 

14 

adjustment result is not credible in relation to any actual data in the test 

year and should be reje~ted.”~’ 

15 Based on these arguments, Mr. Brosch rejected Qwest’s regression analysis 

16 and instead computed an annualization adjustment based on multiplying 

17 revenue data from the fourth quarter of the test year by four. The regression 

18 analysis of employee counts upon which Mr. Carver relies yields an 

19 equivalent employee count that is hundreds of employees less than the actual 

20 employee count in any month of the test period. Had Mr. Carver been 

30 Docket No. T-01051B-03-0454; Direct Testimony of Michael Brosch; p. 48. I. 16. 
Docket No. T-01051 B-03-0454; Direct Testimony of Michael Brosch; p. 50. I. 1. 31 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 43, December 20,2004 

1 consistent and applied the approach his partner used in Staff Adjustments 

2 C-4 and C-5, he would have determined employee counts based on fourth 

3 quarter data instead of on a regression analysis. Had he done this, his 

4 calculation of adjustment C-I 6 would have yielded an adjustment of less than 

5 a tenth of a million instead of $12.5 million. I am attaching Qwest 

6 Corporation-Exhibit PEG R9 to show the corrected calculation of Adjustment 

7 C-16, which the Commission should use should it choose, against my 

8 recommendation, to annualize year-end wage and salaries on the basis of 

9 equivalent employee counts. 

10 

11 

Q. DO CHANGES IN EQUIVALENT EMPLOYEE COUNTS ACCURATELY 

MEASURE OR REFLECT CHANGES IN OVERALL OPERATING 

12 EXPENSES? 

13 A. No. In response to Staff data request UTI 8-43 Qwest provided an attachment 

14 which contained a chart, attached to this testimony as Qwest Corporation- 

15 Exhibit PEG R10, showing a comparison of intrastate operating expenses to 

16 equivalent employees during a 36 month regression period from January 1, 

17 2001 to December 31, 2003 (the end of the test period). As it shows, there is 

18 practically no correlation at all (r-Squared = 0.01 54) between equivalent 

19 employee counts and operating expense. 
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1 Q. DID UTILITECH’S DISCOVERY FOLLOW UP TO INQUIRE ABOUT THIS 

2 LACK OF CORRELATION? 

3 A. Not directly. Rather than ask about the lack of correlation between equivalent 

4 employees and overall expenses, Staffs data request UTI 15-09, asked “if it 

5 would be reasonable or unreasonable to expect labor expense, particularly 

6 basic salaries and wages, to be directly influenced by headcounts.” 

7 (emphasis added) Qwest responded that “basic salaries and wages would be 

8 directly and perfectly correlated with headcounts if and only if salary and 

9 wage rates and employee mix (i.e., the number of employees at each wage 

10 scale) were held constant.” Qwest explained that such was not the case. 

11 
12 
13 
14 
15 

The relationship between headcount and basic wages and salaries is 
quite low. As shown on Confidential Attachment A to this response, the 
coefficient of determination (R-Squared) between headcount and basic 
wages and salaries is only 0.47. That is, headcount alone accounts for 
less than half of the variation in basic wage expense. 

16 

17 

Q. BESIDES THE SEVEN EXPENSE EXTCS YOU LISTED, DOES STAFF’S 

EXPENSE ANNUALIZATION INCLUDE ANY OTHER EXTCS? 

18 

19 

A. No. Staffs expense annualization adjustment disregards the 446 other active 

EXTCs to which Qwest charges costs. 

20 Q. DID QWEST PROVIDE STAFF AN ANALYSIS OF ALL OF THE 

21 SIGNIFICANT EXPENSE EXTCS? 

22 A. Yes. In response to Staff data request UTI 15-8 Qwest provided a correlation 

23 matrix for the relationships between labor expense and other drivers. A 
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review of the correlation matrix indicated that the drivers and expenses 

examined were not strongly correlated with changes in expense levels, 

whether examined by USOA account or by EXTC. In other words, no 

statistically justifiable adjustment could be made. 

Q. DID YOU ASK STAFF WHETHER THEY CONSISTENTLY ANALYZED ALL 

OF THE COMPONENTS OF COST OF SERVICE IN QWEST’S TEST 

YEAR? 

A. Yes. I had read “Proposal to the Arizona Corporation Commission Utilities 

Division, Qwest Corporation Filing of a Renewed Price Cap Plan,” dated 

March 26, 2004 that Staffs consultants (“Utilitech” or ‘IJTI”) had prepared and 

provided Staff (Proposal). The Proposal stated that “UTI will analyze 

decreasing as well as increasing cost of service components to determine 

whether test year operating results are reasonable overall and indicative of 

future events.” So I prepared several questions asking about Staff’s 

approach and analysis that were served on Staff as Qwest data requests 

11-1, 11-2and 11-3. 

Staffs response to Qwest data request 11-2(c) explains Staffs position where 

it says, “The question implies a need for consistency in annualizing or 

normalizing all expense related EXTCs, regardless of any identified need for 

adjustment. Mr. Carver disagrees. * * * Regardless of the regression results, 
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1 Mr. Carver believes that the calculation of overall revenue requirement should 

2 recognize identifiable and quantifiable adjustments to test year results.” 

3 

4 

By this response Mr. Carver essentially admits that he believes in piecemeal 

adjustment of the revenue requirement. He only requires an adjustment be 

5 

6 

“identifiable and quantifiable” which, of course is the minimum information 

required to calculate any adjustment. The “identifiable and quantifiable” 

7 standard of ratemaking is no standard at all. 

8 An adjustment must be more than simply known and measurable. It must 

9 

10 

11 

also be readily reconcilable with the analysis of other test year accounts 

without creating serious possibilities of distortion or mismatching. Adjusting 

seven out of 453 expense EXTCs fails to satisfy this requirement. 

12 

13 CONSISTENCY? 

Q. DOES STAFF FOLLOW ITS OWN LOGIC REGARDING TEST YEAR 

14 A. With regard to test year consistency Mr. Carver testifies: “In the absence of a 

15 

16 

reasonable balance or matching, a distorted view of the cost of service will 

lead to improper rate adjustments. A consistent matching of material price 

17 

18 

19 

and quantity changes is necessary to achieve this balance, particularly when 

volume changes, during or subsequent to the test year, offset price level 

changes.”32 (emphasis added) He also testifies: All components of the 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 9. I. 15. 32 
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r time. It is only by consistently analyzing 

the major cost of service components that a determination can be made as to 

whether the overall revenue requirement has changed materially. The key 

issue is whether revenues are growing faster or slower than the overall 

costs, including investment return, necessary to support those revenues.”33 

(underlined emphasis in original, bold emphasis added) 

Despite this rhetoric, Utilitech does not rely on a consistent application of an 

annualization methodology. It takes a piecemeal approach. This was 

confirmed in Mr. Carver’s response to Qwest data request 11 -3(b): “Unlike 

the regression analysis prepared by Qwest.. .Utilitech employs a range of 

analytical methodologies with the objective of evaluating material increases 

or decreases in the components of cost of service.” (emphasis added). 

Q. SHOULD THE COMMISSION ACCEPT STAFF’S PROPOSED 

ADJUSTMENT C-16? 

A. No. Making piecemeal adjustments to the revenue requirement is poor 

ratemaking. If rate base and operating results (revenues and expenses) are 

to be reasonable overall and indicative of future events as a whole, then all 

revenues and expenses must be harmonious with and synchronized to end- 

of-test-period levels, not just a handful of expenses linked to a single factor 

~ 

33 Docket No. T-010519-03-0454; Direct Testimony of Steven C. Carver; p. I O .  1. 18. 
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1 such as equivalent employee counts, particularly where that factor is known 

2 to have no correlation to overall expenses. 

3 Because of the unique test-year construction in Arizona that relies on an end- 

4 of-test-period rate base, I believe the Commission should establish and 

5 communicate a policy that requires those who propose annualization 

6 adjustments to show that they are 1) applying a technically defensible 

7 methodology and 2) they are applying it consistently to all elements of 

8 operating results, not just a few as Staff’s adjustment C-I 6 does. 

9 

10 

11 

12 

13 

14 

15 

16 

If the Commission does not require consistent application of a single 

defensible annualization methodology, the annualization of the test year 

becomes a competition in which each side will look for adjustments that yield 

a revenue requirement potentially riddled with overlapping and inconsistent 

annualization adjustments based on various and potentially inconsistent 

methods. This is less likely to lead to the determination of just and 

reasonable rates than is the disciplined application of a sound methodology 

cons is ten tl y a p pl i ed . 

17 Access Charge Revenues (Staff C-3) 

18 

19 

Q. MR. BROSCH’S TESTIMONY CLAIMS THAT AN ANNULEATION BASED 

ON THE LAST THREE MONTHS OF THE TEST YEAR PRODUCES “A 
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1 MORE REPRESENTATIVE DATA PERIOD”34 THAN DOES A 

2 REGRESSION ANALYSIS. DO YOU AGREE? 

3 A. No. Arizona requires an end-of-year test period, not an average for the final 

4 three months. End-of-year volumes are the only period consistent with that 

5 requirement. There is no sound reason to prepare annualization adjustments 

6 that rely on different test period data periods based on subjective 

7 assessments. 

8 

9 

10 

11 

12 

13 higher. 

In particular, Mr. Brosch shows minutes of use for September through 

December in the table at Line 7 on Page 44 of his testimony and claims that 

the average for October through December (90,718 million) is more 

representative than December alone (88,196 million). He arbitrarily chooses 

to use October and November when minutes (and lines in service) were 

14 

15 

16 

17 

18 

19 

20 

Q. WHAT’S WRONG WITH THIS APPROACH? 

A. Aside from being arbitrary, it creates a mismatch between test period 

revenues and volumes. The table that Mr. Brosch uses shows on its face 

why this proposal is unreasonable. As shown, September minutes of 84,523 

million are excluded from his “average.” Had he added that month to his 

calculation, the average would have been 89,170 million or within 1 YO of the 

value of actual December volumes. 

34 Docket No. T-01051 B-03-0454; Direct Testimony of Michael L. Brosch. p. 45 II. 15-16. 
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1 Q. CAN YOU SUMMARIZE YOUR CONCLUSION? 

2 A. Yes. The Company’s approach, which consistently uses end-of-period test 

3 year volumes, yields a reliable annualization that is consistent with Arizona’s 

4 end-of-test-year rate base. Mixing this annualization approach with a different 

5 annualization approach in order to satisfy the analyst’s subjective criteria is 

6 manipulative and therefore leads to distortion of the overall results of Qwest’s 

7 consistently applied annualization analysis. Mr. Brosch’s adjustment C-3 

8 should be rejected. 

9 Toll Service Revenues (Staff C-4) 

10 Q. PLEASE DESCRIBE STAFF’S PROPOSED ADJUSTMENT TO TOLL 

11 SERVICE REVENUES AND YOUR REACTION TO IT. 

12 A. Mr. Brosch claims that end of test period volumes are unrepresentative 

13 because the resulting revenue is too low. He arbitrarily rejects the 

14 Company’s adjustment based on his subjective opinion and analysis. Staffs 

15 adjustment C-4 should be rejected for the same reason that adjustment C-3 

16 should be rejected. 
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I Directory Assistance Revenues (Staff C-5) 

2 

3 ASSSTANCE REVENUES. 

4 

5 

6 

7 

Q. PLEASE CRITIQUE STAFF’S PROPOSED ADJUSTMENT TO DIRECTORY 

A. Staffs adjustment C-5 to Directory Assistance revenues suffers from the 

same infirmities as Adjustments C-3 and C-4. Once again, Staff arbitrarily 

picks a set of data that generates the answer it seeks. Staffs adjustment on 

Schedule C-5 should be rejected. 

8 
9 RBA#I) 

Pro Forma Adjustment to Accrued Expenses (Staff B-7; RUCO 

10 

11 

Q. WHAT IS THE SECOND RATEMAKING METHOD ISSUE IN THIS CASE? 

A. The second methodology issue is this: when pro forma adjustments to 

12 

13 

accrued expenses are made, should rate base also be adjusted to reflect the 

effect of the accrued expense adjustment? 

14 

15 

16 

17 

Q. TO WHAT ADJUSTMENTS DOES THIS ISSUE PERTAIN? 

A. This issue pertains to Staffs proposed adjustment B-7, Depreciation Reserve 

Correction, and RUCO’s Rate Base Adjustment # I ,  Accumulated 

Depreciation. Although they disagree on the amount, Qwest, Staff and 

18 

19 

RUCO do agree that Qwest’s test year depreciation expense should be 

reduced by a pro forma adjustment that reflects reduced depreciation rates to 

20 be put into effect sometime after the test year. The methodological issue is 

21 whether a pro forma adjustment to the accumulated depreciation expense 
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1 account should be made to reflect the effect of the pro forma adjustment to 

2 depreciation expense. Qwest believes that it should, while Staff and RUCO 

3 believe that it should not. 

4 Q. WHY DOES STAFF OPPOSE A PRO FORMA ADJUSTMENT TO THE 

5 ACCUMULATED DEPRECIATION EXPENSE ACCOUNT? 

6 A. Staffs witness, Mr; Carver, argues: 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

While the annualization of depreciation expense for ratemaking purposes 
should synchronize the new depreciation rates with the level of 
depreciable plant included in rate base, the depreciation reserve used as 
an offset to rate base should be determined consistent with the balance of 
plant in service included in rate base. In other words, the balance of both 
of these rate base components in Staff s filing should be valued at 
December 31, 2003 - as appropriately adjusted for eliminations, 
corrections or other valuation issues. In my opinion, the Commission 
should not reach out beyond test yearend to capture, in isolation, the 
full pro forma annual effect of the change in depreciation rates on the 
December 31, 2003, year-end balances for the accumulated depreciation 
reserve and the accumulated deferred income tax reserve. Otherwise, 
test year distortions and mismatched components of the ratemaking 
equation would yield improper 

21 Q. DO YOU AGREE WITH MR. CARVER’S ARGUMENT? 

22 A. No. Mr. Carver’s argument is tautological. It never explains why 1) a pro 

23 forma adjustment to test year expenses (to reflect the effect of reducing 

24 depreciation rates well after the end of the test year) does not distort the test 

25 year but 2) an adjustment to test year rate base for the that same 

26 depreciation rate reduction does. Mr. Carver has simply decided that the rate 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 28. 35 
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1 base effect of post-test-year changes is to be ignored while the expense 

2 effect of those changes is not. 

3 When depreciation rates are reduced sometime after the 2003 test year 

4 (probably sometime in 2005), the reduced accruals to depreciation expense 

5 (which is included in operating income) will cause a corresponding reduction 

6 in accruals to the accumulated depreciation expense account (which is 

7 included in rate base). Recognizing one of these effects but not the other 

8 distorts the test year. Failing to match the rate base effects of a post test year 

9 change with the operating income effects of that change does not avoid a 

10 mismatch, it creates one. It does not avoid test year distortion, it is test year 

11 distortion. It is a failure to synchronize the operating income effect with the 

12 rate base effects of a pro forma post-test-year change. 

13 Mr. Carver argues: 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

For the ratemaking equation to function properly, the components 
comprising the equation (i.e., rate base, revenues, expenses and rate of 
return) must be reasonably representative of ongoing levels, internally 
consistent and comparable - within the context of test period parameters. 
To the extent that these components are not properly synchronized, a 
utility may not have the opportunity to earn its authorized return or, 
alternatively, may have the opportunity to earn in excess of the return 
authorized. By synchronizing or maintaining the comparability of 
revenues, expenses and investment, the integrity of the test year can 
be maintained with the reasonable expectation that the resulting rates will 
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1 
2 (emphasis added) 36 

not significantly misstate the ongoing cost of providing utility service. 

3 Ignoring the pro forma effect on rate base of a pro forma depreciation 

4 expense reduction is a failure to synchronize elements of expenses 

5 (depreciation expense) and investment (accumulated depreciation expense). 

6 Q. IS THE COMPANY’S TREATMENT OF THIS ISSUE CONSISTENT? 

7 A. Yes. In adjustment PFA-02 the Company proposes adoption of accrual 

8 accounting for OPEBs under FAS 106. The adoption will not happen until the 

9 Commission issues its order in this docket. Nevertheless, Qwest’s calculation 

10 of adjustment PFA-02 includes in the test year a full year’s effect on both 

11 expenses and rate base. Adjustment PFA-02 reduces rate base $1 18 million 

12 for the pro forma effect of the post-test-year adoption of FAS 106. 

13 Q. HOW HAS THE COMMISSION TREATED THIS ISSUE HISTORICALLY? 

14 A. Both Staff and RUCO served Qwest data requests asking for Qwest’s 

15 rationale for including the pro forma adjustment to depreciation. A copy of 

16 

17 

Qwest’s response to RUCO’s data request 4-1 is attached as Qwest 

Corporation-Exhibit PEG-R1 1 . Qwest’s response to Staffs data request 

18 15-1 7(c) was similar. The responses explained that in the Company’s 1983 

19 rate case,37 Staff witness Kozoman’s testimony criticized the Company for 

36 Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 8. 
37 Docket No. E-I 051 -83-035, Decision No. 53849 (22 Dec. 1983). 
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failing to apply the adjustment or the annualization of depreciation expense to 

the accumulated depreciation expense account. At pages 9 and I O ,  Mr. 

Kozoman's testimony quoted the orders of six commissions in support of his 

position. At page 11 Mr. Kozoman summarized Staffs argument as follows: 

Q. 

A. 

What is the impact of not synchronizing accumulated depreciation with the 
depreciation expense adjustment? 

The failure to adjust the accumulated depreciation would distort the 
return of the utility for the test year. If depreciation expenses are 
annualized for a full year's depreciation and the accumulated 
depreciation is not annualized, the net effect is an overstatement of 
rate base, and hence the return on an annualized basis is lowered, 
thereby increasing the revenue requirement. Proper synchronization 
requires the recognition of this proposed adjustment. (emphasis added) 

The Commission agreed with Staffs position in the Company's 1983 rate 

case. In pertinent part, pages, 16 and 17 of Decision No. 53849 provided: 

Staff made relatively few adjustments to "fair value" rate base and with the 
exception of Staffs calculation of working capital, there was little 
controversy surrounding these adjustments. Specifically Staff: 

1) 
reflect the annualized effect of the higher depreciation rates authorized by 
Decision Nos. 53040 and 53261. 

increased the original cost depreciation reserve by $9,169,000 to 

* * *  

The first adjustment proposed by Staff appears necessary if we are 
to accurately set rates for the future. While Mountain States clearly 
did not "recover" a year's annualized depreciation by the end of the 
TY, neither did it actually incur the cost. The TY should not be 
considered a collection of past costs to be recovered in the future, 
but a reflection of future costs to  be recovered concurrently by the 
reasonable rates established herein. Consequently, we must project 
those changes to rate base which are consistent with known cost 
changes. In this regard, we see no difference between the annualization 
of those depreciation changes authorized by Decision NO. 43040 and 
53261 and the allowance of increased amortization of Account No. 232 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 56, December 20,2004 

1 
2 $7,200,000. (emphasis added) 

authorized herein. Staffs adjustment should be increased by the same 

3 Q. DID THE COMMISSION APPLY THE SAME RATIONALE IN THE 

4 COMPANY’S NEXT RATE CASE? 

5 A. Yes. In the Company’s 1985 rate case3’ Staffs witness Mr. Hein testified: 

6 
7 
8 
9 

10 
11 

My approach was to reflect the additional depreciation as though it 
had been provided for on the books of the Company during the test 
year. The $7,464,000 additional depreciation expense is matched by a 
corresponding increase in the balance of the account for 
accumulated depreciation. Such adjustment directly affects test year 
operating expenses and rate base. (emphasis added) 

12 It appears that Staff maintained this position until Utilitech became Staffs 

13 revenue requirement consultant. The Commission adopted Staffs adjustment 

14 in the 1985 rate case. In the discussion of rate base on page 25, Decision 

15 No. 54843 observed: 

16 
17 
18 

Mountain States later increased its depreciation reserve by 
$7,464,000 to reflect the additional depreciation expense claimed as 
a result of represcription. (emphasis added) 

19 Q. WHAT HAPPENED IN THE COMPANY’S 1994 RATE CASE? 

20 A. Neither the Company nor Staff proposed a pro forma adjustment to rate base 

21 to reflect the effect of pro forma depreciation expense adjustments and the 

22 Commission made no comment on it. Neither the Staff nor any party made 

23 any observation about the apparent change in method. It appears the parties 

24 and Commission simply acquiesced in the change without comment. 

38 Docket No. E-1051-84-100, Decision No. 54843. 
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1 Q. WHAT DO YOU CONCLUDE FROM THIS HISTORY? 

2 A. When one compares 1) the careful reasoning the Staff and Commission 

3 articulated in favor of a pro forma adjustment to accumulated depreciation 

4 expense and 2) no discussion regarding the tack of an adjustment in the 1994 

5 rate case with 3) the lack of a persuasive argument in Mr. Carver’s testimony 

6 opposing it, it became clear that when operating income is adjusted with pro 

7 forma expense accruals, a corresponding pro forma adjustment to the rate 

8 base is required in order to properly harmonize or synchronize the test year. 

9 Staffs proposed adjustment B-7, Depreciation Reserve Correction, should be 

10 rejected. 

11 Q. WHY DOES RUCO OPPOSE A PRO FORMA ADJUSTMENT TO THE 

12 ACCUMULATED DEPRECIATION EXPENSE ACCOUNT? 

13 A. RUCO’s witness, Ms. Diaz Cortez argues: 

14 
15 
16 
17 
18 

If Qwest is allowed to restate its test year accumulated depreciation 
balance, as if this accelerated depreciation had never been in included in 
test year rates, ratepayers will effectively pay for this portion of Qwest’s 
plant investment twice, once in the test year and again through the rates 
and tariffs set in this 

19 Q. IS THIS ARGUMENT CORRECT? 

20 A. No. A pro forma post-test-year adjustment to the test year is not recorded on 

21 the Company’s books of account. The Commission’s order in the Company’s 

22 1984 rate case explained it this way: 

39 Docket No. T-01051 B-03-0454; Direct Testimony of Marylee Diaz Cortez; p. 5. 
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1 
2 
3 
4 
5 known cost changes.40 

The TY should not be considered a collection of past costs to be 
recovered in the future, but a reflection of future costs to be recovered 
concurrently by the reasonable rates established herein. Consequently, 
we must project those changes to rate base which are consistent with 

6 The test year pro forma adjustment to accumulated depreciation expense 

7 does not affect the actual balance of accumulated depreciation expense on 

8 

9 

the Company’s books. Therefore] there can be no double recovery as Ms. 

Diaz Cortez alleges. RUCO’s Rate Base Adjustment # I ,  Accumulated 

10 Depreciation] should be rejected. 

I I Method of Pro Forma Depreciation Rate Adjustment (Staff C-22) 

12 Q. WHAT IS THE THIRD RATEMAKING METHOD ISSUE IN THIS CASE? 

13 A. The third methodology issue is whether a pro forma depreciation rate change 

14 should be calculated on the entire test year starting with the beginning of test 

15 year balances or only on the end-of-test-year balances. Qwest computed its 

16 technical update to depreciation rates on the entire test year. Staff believes 

17 the adjustment should be computed on the end-of-test-year investment and 

18 reserve balances. 

I 19 Q. TO WHAT ADJUSTMENT DOES THIS ISSUE PERTAIN? 
I 20 A. This issue pertains to Staffs proposed adjustment C-22, Depreciation 

21 Annualization - 12/31 /03 Reserve Update. Staff Adjustment C-22 represents 

40 Decision No. 53849, pp. 16-17. 
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the annualization of depreciation expense based on the depreciable plant 

included in rate base and book depreciation rates adjusted to recognize the 

depreciation reserve balance at test year-end. Staff Adjustment C-22 is 

similar to Company Adjustment PFA-01 , except Qwest‘s adjustment is based 

on depreciation rates that recognize depreciation reserve balances at the 

start of the test year. RUCO proposes no similar adjustment. 

Q. WHY DOES STAFF BELIEVE ADJUSTMENT C-22 IS APPROPRIATE? 

A. Staff’s witness, Mr. Dunkel explains, “I recommend that the percent reserves 

as of the end-of-the-test-year be utilized in the depreciation rate calculations. 

These are the 12/31/2003 values. The use of the end-of-the-test-year figures 

is consistent with the Commission’s standard filing requirement~.”~’ 

Q. DO YOU AGREE WITH STAFF’S REASONING? 

A. Nothing in the A.A.C. R14-2-103, including the rules Mr. Dunkel cites in his 

footnote 54, requires the use of end-of-test-year balance to compute pro 

forma depreciation expense adjustments. If there is a requirement to use 

end-of-test-period balances it is not found in the Commission’s rules. 

However, there is a reason Staff did not articulate for using of end-of-test-year 

balances. 

Docket No. T-01051B-03-0454; Direct Testimony of William Dunkel, p. 27, It. 13-16. 41 
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1 If the change in depreciation rates were to occur effective with the beginning 

2 of the test year, then a computation of that change on the entire test year 

3 would be necessary and appropriate. However, if the depreciation rate 

4 change occurs after the end of the test year then the use of the end-of-test- 

5 year balances would better capture the expected post-test-year effect without 

6 violating post-test-year strictures. Provided all pro forma adjustments for 

7 post-test-year changes are computed using the same end-of-test-year- 

8 balances assumption, then the harmony and synchronicity of the test year will 

9 be maintained 

10 Q. DO YOU BELIEVE IT IS LIKELY THE DEPRECIATION RATE CHANGE 

11 WILL BECOME EFFECTIVE POST-TEST-YEAR? 

12 A. I am not sure the Commission has been asked to address when depreciation 

13 rate changes, that are ordered within a broader ratemaking docket, are to be 

14 effective. I am relatively confident this issue has not been addressed in a 

15 Qwest docket. In so far as I have been able to discern, in prior Company 

16 dockets, depreciation rate changes occurred in a separate docket outside the 

17 rate case docket. The issue in the rate case dockets pertained to the proper 

18 annualization of the rate changes that had occurred in other dockets. In the 

19 current docket, if the Commission orders a change in depreciation rates, the 

20 Decision will likely be rendered in 2005, more than a year after the close of 

21 the test year. 
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1 However, I do not now anticipate the Commission reaching back more than 

2 two years to January 1, 1993 to change retroactively the Company's 

3 depreciation rates. Instead, I anticipate the Commission making the new 

4 depreciation rates effective when the rest of its Decision becomes effective 

5 which is likely to be some time after it is issued. If I am correct, then the 

6 argument in the preceding paragraph supports approving Staff Adjustment C- 

7 22. 

8 

9 

Q. HAVE YOU RECALCULATED QWEST'S REVENUE REQUIREMENT 

BASED ON THE ASSUMPTION THAT THE COMMISSION WILL ORDER 

10 

11 TEST YEAR? 

DEPRECIATION RATE CHANGES EFFECTIVE AFTER THE END OF THE 

12 

13 

A. Yes. The recalculated revenue requirement is shown in Qwest Corporation- 

Exhibits PEG-R1, PEG-R2, PEG-R3, As shown in column E of Qwest 

14 Corporation-Exhibits PEG-R4 the recalculation reduces Qwest's original 

15 cost rate base computed revenue requirement $46 million. If the Commission 

16 makes the depreciation rate change effective after the close of the test year, 

17 then the recalculated revenue requirement is correct. If the Commission 

18 makes the depreciation rate change effective January 1,2003, then Qwest's 

19 recalculation would not be correct. 
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Value ($000) 
Marketing & Advertising Costs (5,631) 
Incentive Compensation (5,851) 
Revenue Requirement Value (1 1,482) 

DISALLOWANCE STANDARDS 

Relevance of Disallowance Sfandards 

Q. WHY ARE THE COMMISSION’S DISALLOWANCE STANDARDS 

RELEVANT? 

A. The Commission’s disallowance standards are relevant for two reasons. 

From a policy perspective they are important because they help ensure that 

the rates the Commission approves are just and reasonable to ratepayers, 

utilities and their investors. They are important in this case because they are 

dispositive of two revenue requirement issues involving two adjustments to 

Qwest’s test year worth over $1 1 million that Staff has proposed. 

Issue 

The Commission’s Disallowance Standards 

Q. DID YOU DISCUSS DISALLOWANCE STANDARDS IN YOUR DIRECT 

TESTIMONY? 

A. Yes. Pages 18 to 37 of my direct testimony are devoted to this subject. 
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1 Q. WHY DID YOU DEVOTE NEARLY 20 PAGES OF TESTIMONY TO THIS 

2 SUBJECT? 

3 A. I was concerned that the parties to the ratemaking process in Arizona have 

4 very different views regarding the standards against which disallowances of 

5 utility costs are to be gauged. I believe it is important for the Commission to 

6 establish just standards that protect and preserve the rights of ratepayers, the 

7 utility, and its investors. In my opinion, some of the standards that have been 

8 employed in prior Arizona rate cases provide inadequate protection to 

9 investors under current circumstances. The disallowances that are the 

10 subject of this portion of my testimony represent ratemaking standards that 

11 provide investors inadequate protection. 

12 Q. WHAT DO YOU UNDERSTAND TO BE THE GENERAL STANDARD OF 

13 DISALLOWANCE IN ARIZONA? 

14 A. As I explained in my direct testimony. Arizona’s ratemaking rules provide that 

15 all investments shall be presumed to have been prudently made, and such 

16 presumption may be set aside only by clear and convincing evidence that 

17 such investments were imprudent, when viewed in the light of all relevant 

18 conditions known or which in the exercise of reasonable judgment should 

19 have been known, at the time such investments were made.42 This rule also 

20 states that “prudently invested” means investments which under ordinary 

Arizona Administrative Code R14-2-103 A. 3. I. 42 
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1 circumstances would be deemed reasonable and not dishonest or obviously 

2 wasteful. 

3 

4 

5 

6 

7 

In the Company’s 1985 rate case, the Commission’s Decision said: 

“Expenditures of a public utility made in the ordinary course of its business 

have a presumption of legitimacy. See West Ohio Gas Co. v. Pub. Util. 

Comm. of Ohio, 294 U.S. 63 (1935)”.43 In other words, expenditures are 

presumed reasonable unless shown to be otherwise. 

8 With regard to the burden of proof the Commission said, “The unsupported 

9 assertion that Mountain States had not met a witness’ own subjective ‘burden 

10 of proof‘ can not substitute for the type of meticulous review undertaken by 

11 Staff and Intervenor The Commission must be vigilant against 

12 parties who would suggest an incorrect burden of proof to support a 

13 disallowance that could not be achieved under the correct burden of proof. 

14 

15 

16 INADEQUATE PROTECTION TO INVESTORS? 

17 

18 

Q. WHY ARE YOU CONCERNED THAT SOME OF THE STANDARDS THAT 

HAVE BEEN EMPLOYED IN PRIOR ARIZONA RATE CASES PROVIDE 

A. Staffs consultants, Utilitech, regularly advocate that discretionary 

expenditures be disallowed because they provide no direct tangible benefit to 

Docket No. E-1051 -84-1 00, t Decision No. 54843 page 20, line 4. 43 

44 Id. 
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ratepayers. I find this disturbing because disallowances based on the 

tangible ratepayer benefit standard cannot yield just rates. 

It must be remembered that, with the possible exception of obligations to 

government, such as taxes and fees, virtually all costs are incurred at the 

discretion of management. For example, management exercises its 

discretion to decide how many people to put on the payroll, what salaries and 

benefits to offer non-bargained-for employees, what union contracts to sign 

for the compensation of bargained-for employees, what services to purchase, 

what leases to sign, what real property to buy and sell and what capital assets 

to acquire and depreciate. Hence, the tests for disallowance of a particular 

cost necessarily presume that costs are discretionary. It follows that under 

widely accepted ratemaking principles, the inquiry for disallowance presumes 

management discretion and, therefore, the inquiry is directed at whether 

incurring the cost was an abuse of that discretion. 

There is no administrative rule of this Commission and no published judicial 

opinion in Arizona that imposes a presumption that discretionary costs are to 

be disallowed unless a utility overcomes a burden of proof to show why they 

should not be. Instead, the Commission’s rules articulate a ratemaking 

principle that presumes costs are reasonable and not dishonest or obviously 

wasteful. Except in very limited circumstances-such as fines and 

penalties-the burden must fall to those parties and their representatives who 
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would disallow a cost to provide clear and convincing evidence in support of 

the disallowance. 

There is no administrative rule or judicial opinion in Arizona holding that 

discretionary costs are to be disallowed unless they provide direct, tangible 

benefits to ratepayers. 

Utilitech’s “direct tangible benefits” standard cannot be reconciled with a 

regulated entity’s right under Arizona law to charge regulated rates that 

provide a reasonable opportunity to recover its costs and a fair rate of return 

on its rate base. A wide and abundant variety of prudent, reasonable and 

necessary costs incurred at the discretion of management in the operation of 

a regulated entity may provide no direct, tangible benefit to ratepayers. Some 

examples include employees’ paid vacations and sick leave, employees’ 

healthcare benefits and retirement savings plan benefits, employees’ post 

employment benefits, and employee training expenses. Other expenses that 

may provide no direct tangible ratepayer benefit include the cost of 

compliance with immigration laws, environmental laws, safety laws, and 

workers’ compensation laws and the costs of operating the Company’s 

accounts receivable department] accounts payable department, customer 

billing department, customer credit department, legal department, tax 

department, human resources department, risk management department and 

real estate department. Application of Utilitech’s tangible benefits standard 
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1 could render all these costs unrecoverable even absent clear and convincing 

2 

3 reasonable. 

evidence that overcomes the presumption these costs are commercially 

4 

5 RATEPAYERS STANDARD? 

Q. HOW DOES UTlLlTECH APPLY THE TANGIBLE BENEFITS TO 

6 

7 

A. Utilitech uses it to make piecemeal adjustments to the revenue requirement. 

They do not apply it consistently to all of the elements of cost of service, 

8 

9 

because if they did, it would eviscerate the revenue requirement and render 

ratemaking meaningless. Utilities, like commercial businesses in general, 

10 

11 

make substantial discretionary expenditures that provide their customers no 

direct tangible benefit. Consequently, Utilitech must select only a handful of 

12 

13 

these kinds of expenditures and build a case against them based on policy 

arguments, not on a comparison to commercial business standards. 

14 

15 

Q. WHY IS THIS A PROBLEM? 

A. The aim of regulation is to protect consumers from price gouging by utilities 

16 

17 

unconstrained by competition. The protection ratepayers require is that they 

not bear more cost than they would be expected to bear in the commercial 

18 

19 

marketplace. Discretionary costs like incentive compensation based on 

financial criteria and brandhmage advertising are commonplace in the 

20 commercial marketplace. When, a review of commercial standards of 

21 conduct indicates that these costs are not unreasonably incurred, denying 
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1 their recovery on other grounds affords ratepayers below-commercially 

2 

3 ratepayers. 

reasonable rates and forces the utilities and their investors to subsidize 

4 Nevertheless, when the state grants a utility a monopoly over a service, some 

5 

6 

would argue that the monopoly’s quid pro quo is to submit to the state’s public 

policy agenda. If the state’s regulator believes monopolies should not spend 

7 

8 

money on image advertising or certain kinds of incentive compensation it can 

use ratemaking to proscribe the undesired behavior by making it financially 

9 unrewarding . 

10 But when the state has no power to protect the utility’s monopoly and the 

11 

12 

utility is exposed to the economic forces of the commercial marketplace, then 

the public policy agenda must yield to the standards of that commercial 

13 

14 

marketplace. Holding the utility to public policy standards of conduct 

expected of monopolies while also exposing it to the full force of the 

15 

16 

commercial marketplace plays both sides (customers and competitors) 

against middle where the investors stand. The investors are compelled by 

17 the open marketplace to conduct the utility’s business by commercial 

18 

19 recipe for confiscation. 

standards but held to account for monopoly public policy standards. This is a 
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1 

2 

Q. CAN YOU PROVIDE EXAMPLES? 

A. Yes. Qwest cannot afford to not have an incentive compensation pian based 

3 

4 

heavily on financial incentives. Twenty five years ago such plans may have 

been rare but today they are widespread. Qwest would be put at a 

5 

6 

competitive disadvantage in the marketplace for human resources were it not 

to have such a plan. Yet Staff and RUCO argue that investors should not 

7 

8 

bear the cost of Qwest‘s incentive compensation costs because they rely on 

financial criteria. I will have more to say about this. 

9 

10 

Similarly, Qwest cannot afford to abstain from advertising to enhance its 

image and name recognition. Qwest sells commodity services in the face of 

11 

12 

fierce competition that has quickly taken over 25% of its retail access lines in 

Arizona. As it was explained to me by one of Qwest‘s marketing experts, 

13 

14 

when the Company is selling commodities, differentiating the Company from 

its competitors is critical to marketing success. It is “Marketing 101” that 

15 

16 

companies in Qwest‘s marketplace must advertise to enhance their brand and 

image in order to differentiate themselves. 

17 

18 

As much as Utilitech might believe as a policy matter that it should be 

different, Qwest must continuously advertise to promote a positive image in 

19 

20 

the commercial sphere in which it does business. The need for image 

advertising will not go away. There is no choice. Yet Staff urges the 
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1 ensation, which prop EDACTED of Qwest's adjusted 

2 e compensation pay. 
~ 

I 3 Q. WHY DOES RUCO PROPOSE DISALLOWING MORE THAN STAFF? 

's disallowance calculation is different 

5 ccount the downward adjustmen 
6 
7 centive compensation costs 
8 
9 

10 

n cost that Qwest made in adjustme 

11 RUCO's adjustment calculati 

14 
15 

Q. WHY DOES RUCO P OSE D I S A L L O ~ I N ~  QWEST' 

17 COMPENSATION COSTS? 

18 A. Ms. Diaz Cortez argues ratepayers should not be required to pay higher rates 

19 to fund rewards for poor operating 

20 Q. DO YOU BELIEVE MS. DiAZ CORTEFS REASONING IS CORRECT? 

21 A. No. Her argument is unsupported by any sound ratemaking theory. Ms. Diaz 

22 Cortez has not shown that the test year incentive compensation costs are 

23 unreasonable business expenses. While she may believe that Qwest should 

Docket No T-O1051B-03-0454; Direct Testimony of Marylee Diaz Cortez; p 26 46 
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1 not have paid incentive compensation under its current financial 

2 circumstances, she offers no reason why management’s judgment should be 

3 

4 

replaced with her own and no evidence to show why Qwest’s 2003 Bonus 

Plan was unreasonable. RUCO’s Operating Adjustment #g-lncentive 

5 Compensation, should be rejected. 

6 

7 INCENTIVE COMPENSATION EXPENSES? 

8 

Q. WHAT REASONS DOES STAFF OFFER TO DISALLOW QWEST’S 

A. Staff adjustment C-I 7, Incentive Compensation, proposes to disallow 83% of 

9 

10 

Qwest’s adjusted test year incentive compensation paid to both management 

and union represented employees on the grounds that payment of this 

11 

12 of his disallowance. 

amount is tied to financial criteria. Mr. Carver offers five reasons in defense 

13 

14 

15 

16 

17 COMPENSATION COSTS? 

18 A. No. Mr. Carver’s speculation is not evidence. He has not shown that the 

Q. FIRST, MR. CARVER ARGUES THAT EFFORTS TO ENHANCE 

CONSOLIDATED FINANCIAL RESULTS MAY NOT BE CONSISTENT 

WITH THE INTERESTS OF QWEST’S ARIZONA CUSTOMERS.47 IS THIS 

AN APPROPRIATE REASON TO DISALLOW QWEST’S INCENTIVE 

19 criteria in Qwest’s bonus plan are harmful to Qwest‘s ratepayers. 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 39, II. 10-1 3. 47 
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Q. SECOND, MR. CARVER ARGUES THAT THE CONSOLIDATED 

FINANCIAL TARGETS ARE NOT LINKED TO CUSTOMER SERVICE, 

EMPLOYEE SAFETY, COST REDUCTIONS OR OPERATIONAL 

ACHIEVEMENTS OR EFFICIENCIES IN QWEST’S ARIZONA SERVICE 

TERRITORY. 48 IS THIS AN APPROPRIATE REASON TO DISALLOW 

QWEST’S INCENTIVE COMPENSATION COSTS? 

A. No. The criteria in Qwest’s test year incentive compensation plan are 

commercially reasonable and normal. Attached as Qwest Corporation- 

Exhibit PEG-R12 is the affidavit of Qwest‘s Compensation and Benefits 

Director, Felicity O’Herron. Her affidavit makes clear that Qwest’s incentive 

compensation plan is well within commercial norms and that the level of 

Qwest‘s overall employee compensation cost is approximately equal to the 

average for large commercial enterprises of Qwest‘s type. 

Mr. Carver is not an incentive compensation expert. Holding Qwest to Mr. 

Carver’s own subjective and inexpert standards for incentive compensation 

plans would be inappropriate because it would deny Qwest’s investors a full 

and fair opportunity to recovery the prudently incurred and commercially 

reasonable costs of the utility. 

Q. THIRD, MR. CARVER ARGUES THAT TO THE EXTENT INCLUSION OF 

FINANCIAL TARGETS IN THE BONUS PLAN ASSISTS QWEST IN 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 39, 11. 15-1 7. 48 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 74, December 20,2004 

1 ACHIEVING IMPROVED FINANCIAL RESULTS, THE COST OF THE 

2 COMPANY'S DISCRETIONARY BONUS PLAN SHOULD BE FUNDED BY 

3 THE INCREASED LEVELS OF NET INCOME, CASH FLOW AND OTHER 

4 FINANCIAL RESOURCES, RATHER THAN THROUGH THE REVENUE 

5 REQUIREMENT THAT COULD BE USED TO SUPPORT PRICES 

6 CHARGED TO QWEST'S ARIZONA CUSTOMERS. 49 HOW DO YOU 

7 RESPOND? 

8 A. This argument is specious. The improved financial performance of which Mr 

9 Carver speaks is imbedded in the test year for which the incentive 

10 compensation payments were made. If Mr. Carver expects Qwest to fund 

11 payment of incentive compensation from its financial performance, he needs 

12 to adjust the test year to remove all of the effects of that improved 

13 performance so that it will be available for Qwest. He has made no such 

14 adjustment. 

49 Docket No. 1-0105lB-03-0454; Direct Testimony of Steven C. Carver; p. 39, 1. 19 to p. 40, I. 2. 
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1 Q. FOURTH, MR. CARVER ARGUES THAT REGULATORS NEED NOT 

2 ALLOW ABOVE-THE-LINE ACCOUNTING FOR ALL DISCRETIONARY 

3 

4 

5 RATEPAYERS. 50 HOW DO YOU RESPOND? 

COSTS INCURRED BY MANAGEMENT ABSENT A SHOWING THAT 

SUCH COSTS PROVIDE DIRECT, TANGIBLE BENEFITS TO 

6 

7 

A. As I discuss in an earlier portion of my testimony the direct tangible ratepayer 

benefit standard is unjust and unreasonable. It does not allow Qwest to 

8 

9 

recover its commercially reasonable, prudently incurred costs. It cannot be 

applied to all of the discretionary costs that utilities incur and so Mr. Carver 

10 

11 requirement. 

uses this argument to sharp shoot a single element of the revenue 

12 

13 

14 

15 TEST. DOES IT? 

16 

17 

18 

19 

Q. QUOTING FROM A 1987 FCC REPORT AND ORDER ADOPTING PART 65 

OF THE FCC’S RULES AND REGULATIONS, MR CARVER ARGUES 

THAT IT SUPPORTS HIS USE OF THE TANGIBLE RATEPAYER BENEFIT 

A. No. Mr. Carver fails to mention that the 1987 FCC Order on Part 65 that he is 

citing to support the disallowance of incentive compensation never once 

applies the “used and useful” standard or the “benefit burden” test to 

employee compensation. The Order primarily addresses the treatment of rate 

20 base items - though it also addresses net income issues. While employee 

~ 

21 compensation is a key determinant of net income, it is never addressed in the 

50 Docket No. T-010518-03-0454; Direct Testimony of Steven C. Carver; p. 39, II. 3-8. 
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FCC Order that Mr. Carver is citing. In fact, if anything, the absence of any 

mention of incentive compensation in the Order supports the proposition that 

the FCC had no problem with incentive compensation plans under rate of 

return regulation. 

It merits noting that the FCC order that Mr. Carver quotes is the very order in 

which the FCC concluded that pension asset should be included in the 

calculation of rate base (without Mr. Carver’s contrived retrospective 

ratepayer benefit anal~sis).~’ Hence, Mr. Carver misapplies the order twice. 

First by ignoring its inclusion of pension asset in rate base without the 

application of any ratepayer benefit test and second by attempting to use it to 

boot strap a ratepayer benefit standard that it does not articulate or support. 

In summary, the FCC’s Order provides no support for Mr. Carver’s position. 

The passage that he quotes pertains to the inclusion of assets in the rate 

base, not the disallowance of expenses based on tangible ratepayer benefits. 

To the best of my knowledge, the FCC does not apply the tangible ratepayer 

benefit standard to employee compensation and has not disallowed incentive 

compensation on the basis of this criteria or any other. 

Paragraph 43, Report and Order adopted December 17,1987, released December 24,1987, 51 

Docket 86-497. 
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1 Q. FIFTH, MR. CARVER ARGUES THAT RATEPAYERS ARE “AT RISK’ FOR 

2 INCENTIVE COMPENSATION AND THAT UTILITY INVESTORS ARE 

3  NOT.^* DO YOU AGREE? 

4 A. No. Mr. Carver’s argument ignores the reason why financially based 

5 incentive compensation would not be paid-poor financial performance. 

6 Qwest’s investors (not ratepayers) would bear the burden of this poor 

7 performance if and until steps can be taken to improve it. By design and 

8 necessity, the financial consequences that determine payment of incentive 

9 compensation are larger than the payments themselves. Hence, if incentive 

10 compensation is not paid because financial targets are missed, the financial 

11 benefit to investors of not making the payments is. overshadowed by the 

12 financial reasons the payments were not made in the first place. Investors 

13 are in no way insulated from the risks involved in incentive compensation. 

14 Q. WHAT DO YOU CONCLUDE ABOUT MR. CARVER’S ARGUMENTS? 

15 A. None of Mr. Carver’s arguments for disallowance of incentive compensation 

16 expenses is based on a commercial standard of reasonableness. Instead, 

17 they are based on various public policy arguments that do not adequately 

18 protect investors, particularly investors whose businesses are under 

19 competitive attack. Qwest’s incentive compensation plan is reasonable and 

20 the amount it pays its employee in incentive compensation and in total is 

21 reasonable. Adjustment C-I 7 should be rejected. 

Docket No. T-010516-03-0454; Direct Testimony of Steven C. Carver; p, 44, II. 17-28. 52 
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I Marketing and Advertising Costs (Staff C-9) 

2 Q. IS MR. BROSCH'S PROPOSED DISALLOWANCE OF IMAGE 

3 ADERTISING BASED ON HIS UNDERSTANDING OF ARIZONA 

4 REGAULATORY POLICY? 

5 A. Apparently so. He testifies: 

6 
7 

8 A. Yes.53 (Emphasis added) 

9 
10 
1 1  
12 
13 impose? 

14 
15 
16 regarding such (Emphasis added) 

Q. Is Qwest disputing the Commission's policy established in the 1994 rate 
case Decision in its Rule 103 filing in this Docket? 

* * *  

Q. Has the Commission or Qwest, in prior cases where image advertising 
costs were removed, applied any of the new "current market conditions", 
"dishonesty" or "obviously wasteful" criteria that Mr. Grate now seeks to 

A. Not to my knowledge. Nor has Mr. Grate offered any "clear and convincing 
evidence" in support of his proposed change in regulatory policy 

17 Q. DO YOU BELIEVE IT IS APPROPRIATE FOR THE COMMISSION TO 

18 HAVE A STANDING POLICY OF DISALLOWING IMAGE ADVERTISING 

19 COSTS? 

20 A. No. I believe the Commission should evaluate such costs in the light of the 

21 circumstances in which the costs are incurred. A standing policy of 

22 disallowing image advertising costs is ipso facto prejudicial. 

53 Docket No. T-01051 B-03-0454; Direct Testimony of Michael L. Brosch. p. 9, 11. 24-26. 
Docket No. T-01051 B-03-0454; Direct Testimony of Michael L. Brosch. p. 10 II. 1-6. 54 
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1 Expenditures of a public utility made in the ordinary course of its business 

2 

3 

have a presumption of leg i t ima~y.~~ The Commission should require clear 

and convincing evidence to overcome that presumption, not rely on a 

4 standing disallowance policy that is prejudicial. 

5 Q. ARE YOU SUGGESTING THAT THE PARTIES SHOULD RE-LITIGATE 

6 THE COMMISSION’S POLICIES IN EVERY RATE CASE? 

7 A. No. I believe it is prejudicial to maintain standing policies that automatically 

8 

9 

disallow certain costs without first determining whether those costs are 

commercially reasonable in the light of all of the relevant circumstances, not 

10 the least of which is the level of competition. 

11 

12 

13 

14 

15 

16 MANAGEMENT TURNOVER.”56 DO YOU AGREE? 

Q. MR. BROSCH’S ASSERTS: “TEST YEAR IMAGE ADVERTISING COST 

LEVELS WERE INCREASED RELATIVE TO PRIOR YEARS IN AN 

APPARENT EFFORT TO ENHANCE QWEST’S REPUTATION, 

CREDIBILITY AND IMAGE AFTER EXPERIENCING WIDELY PUBLICIZED 

FINANCIAL DIFFICULTIES, ACCOUNTING INVESTIGATIONS AND SENIOR 

17 A. No. Mr. Brosch presents a chart on page 11 line 11 of his direct testimony 

18 

19 

20 therefore, highly misleading. 

that purports to show that Qwest’s spending for image advertising was 

greater in 2003 than in the prior three years. The chart is inaccurate and, 

Docket No. E-1051 -84-1 00, t Decision No. 54843 page 20, line 4. 55 

56 Docket No. T-01051 B-03-0454; Direct Testimony of Michael Brosch, p. 13, 1. 9-12. 
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in fact, product advertising. As his testimony immediately below the chart 

explains, he adjusted the ising amount on the line 

la be le 

error. However, he failed to also adjust 

: Disallowed Brand Advertising” for the effect 

line labeled “C 

Advertising” and “Product Advertisin 

ct, the chart sho 

act u ai l y REDACT ED 

ta corrected and with information concerning 

October 2004 year to date annualized advertising spending. 
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Total Advertising - AZ Share 

As the chart shows, REDACT ED 
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1 Q. MR. BROSCH ARGUES THAT INCREASED COMPETITION AND OTHER 

2 CHANGED CIRCUMSTANCES DO NOT JUSTIFY INCLUSION OF 

3 CORPORATE ADVERTISING COSTS AT THIS TIME. DO YOU AGREE? 

4 
5 A. No. Mr. Brosch also argues “It is not reasonable to burden ratepayers of 

6 regulated services with corporate image advertising costs simply because 

7 markets have become more c~mpetit ive.”~~ I disagree. 

8 Whether a cost is reasonable must be viewed in light of the relevant facts and 

9 circumstances. Mr. Bosch clings to a disallowance policy that arose when 

10 competition for telecommunications services was in its infancy. The 

11 competitive market conditions under which Qwest operates in Arizona are, if 

12 not the most, then certainly one of the most important factors affecting 

13 Qwest’s business today. The appropriateness of Qwest‘s business 

14 expenditures cannot be reasonably evaluated while ignoring this factor 

15 Q. IS THE EVIDENCE MR. BROSCH OFFERS IN SUPPORT OF 

16 DISALLOWING QWEST’S IMAGE ADVERTISING COSTS CLEAR AND 

17 CONVINCING? 

18 A. That is for the Commission to judge. However, I will show that Mr. Brosch’s 

19 evidence is limited to his opinion supported by his speculation. Mr. Brosch’s 

20 expertise is regulatory finance and accounting, not marketing and advertising. 

21 So is mine. Believing that both Mr. Brosch and I lack the qualifications to 

Docket No. T-01051B-03-0454; Direct Testimony of Michael Brosch, p. 13, I. 23. 57 
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1 

2 

expertly evaluate Qwest’s expenditures for image advertising, I consulted with 

Qwest’s marketing department. The testimony that follows is based on my 

3 

4 

5 

consultations with Qwest‘s marketing department and the opinions of Ms. 

Linda Nielander, Qwest’s Director of Marketing, whose affidavit is attached to 

this testimony as Qwest Corporation-Exhibit PEG-R13. 

6 

7 

8 

9 

Q. MR. BROSCH ARGUES THAT EXPENDITURES MADE TO PROMOTE 

FAVORABLE PUBLIC OPINION, SUCH AS IMAGE ADVERTISING ARE 

NOT REQUIRED TO PROVIDE REGULATED SERVICES AND PROVIDE 

NO TANGIBLE DIRECT BENEFIT TO THE COMPANY OR ITS 

10 CUSTOMERS.58 DO YOU AGREE? 

11 

12 

A. No. This opinion illustrates Mr. Brosch’s lack of marketing and advertising 

expertise. According to Ms. Nielander’s affidavit, it is well known in the 

13 

14 

advertising profession that image advertising promotes and improves overall 

product awareness within an enterprise’s customer base. In the vernacular of 

15 

16 

the profession, image advertising ‘‘lifts’’ (improves) response to other 

advertising. For example, in 2004, the customer response levels to Qwest‘s 

17 

18 image advertising. 

printed product advertising levels dropped when not supported by television 

19 

20 

Q. MR. BROSCH ASSERTS THAT SIMPLY PROVIDING GOOD SERVICE AT 

REASONABLE RATE LEVELS WILL CONTRIBUTE TO FAVORABLE 

Docket No. T-01051B-03-0454; Direct Testimony of Michael Brosch, p. 12, I. 19. 
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1 PUBLIC OPINION WITH NO NEED FOR SELF PROMOTION WITH IMAGE 

2 ADVERTISING.59 DO YOU AGREE? 

3 A. No. Good service at reasonable prices is not enough in competitive markets. 

4 

5 

6 

As, Ms. Nielander's affidavit explains, Qwest must maintain a visible 

brandhmage presence to combat the competitive marketplace. This is 

accomplished through a combination of brand and image advertising. 

7 

8 

9 

Q. MR. BROSCH ASSERTS THAT IF THE REPUTATION OF A REGUL, 

ENTITY HAS BEEN HARMED BY POOR SERVICE QUALITY OR 

QUESTIONABLE BUSINESS PRACTICES, CUSTOMERS OF 

TED 

10 

11 

12 

REGULATED SERVICES SHOULD NOT BE REQUIRED TO BEAR IMAGE 

ADVERTISING COSTS DESIGNED TO IMPROVE THE CORPORATE 

IMAGE:' WHAT IS YOUR RESONSE? 

13 

14 

A. Mr. Brosch has not shown that Qwest's service quality is poor. Mr. Brosch 

has not shown that customers perceive Qwest engaging in questionable 

15 

16 

business practices or that they believe the questionable business practices 

that Mr. Brosch alleges have any effect on them as customers. As, Ms. 

17 

18 

Nielander's affidavit explains, Qwest's brandhmage advertising provides a 

customer benefit message, not just a brand message. 

19 

20 

Q. MR. BROSCH ASSERTS THAT IMAGE ADVERTISING IS REDUNDANT 

TO PRODUCT SPECIFIC ADVERTISING AND THAT PRODUCT SPECIFIC 

Docket No. T-01051B-03-0454; Direct Testimony of Michael Brosch, p. 12, I. 23. 
Docket No. T-010518-03-0454; Direct Testimony of Michael Brosch, p. 12, I. 26. 

59 

60 
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1 ADVERTISING CAN BE USED TO MAINTAIN PUBLIC AWARENESS OF 

2 THE AVAILABILITY AND VALUE ASSOCIATED WITH USING 

3 REGULATED PRODUCTS AND SERVICES." HOW DO YOU RESPOND? 

4 A. Mr. Brosch does not understand advertising. As Ms. Nielander's affidavit 

5 explains, image advertising is not redundant to product specific advertising. 

6 Product and image advertising work in harmony with one another. Pure 

7 product advertising is not as effective without an image advertising overlay. 

8 Q. MR. BROSCH ARGUES THAT PROMOTION OF THE CORPORATE 

9 BRAND OR IMAGE MAY PROVIDE A SUBSIDY FOR NON-REGULATED 

10 SERVICES OFFERED BY CORPORATE AFFILIATES.62 HOW DO YOU 

11 RESPOND? 

12 A. Mr. Brosch's speculation is not evidence. It is certainly not an appropriate 

13 basis for a disallowance. 

Docket No. T-010516-03-0454; Direct Testimony of Michael Brosch, p. 13,l. 1. 
62 Docket No. T-01051B-03-0454; Direct Testimony of Michael Brosch, p. 13, I. 5. 



1 Q. MR.BROSCH ERTS THAT TEST YEAR IMAGE ADVERTISING COST 

2 ELS WERE INCREASED LATIVE TO PRIOR YE 

3 APPARENT EFFORT TO ENHANCE EST'S REPUTATION, 

4 

5 

DlBlLlTY AND IMAGE AFTER EXPERIENCING WIDELY PUBLICIZED 

6 SENIOR ~ A N A G E ~ E N T  TURNOWER. HOW DO YOU RESPOND? 

7 A. The premise of Mr. Brosch's position is incorrect. As I have already testi 

8 the level of image rtising in Qwest's test year was REDACTED 

9 REDACTED . Mr. Brosch has not shown that 

10 customers for telephone service base ase decisions on 

11 financial difficulties, accounting investigations or senior management 

I 2  er. Mr. Brosch's argument is incorrect both because he 

13 for Qwest's increase in image ad ising and because the 

14 increases about which he speculates did not occur. 

15 Q. WHAT SHOULD THE COMMISSION DO WITH REGARD TO STAFF'S 

16 ADJUSTMENT C-9? 

17 A. Staff has not offered substantial evidence or expert opinion to show that 

18 

19 

20 

Qwest's test year image advertising expenditures were commercially 

unreasonable or ful or imprudent. The Commission should reject Staff 
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1 OTHER REVENUE REQUIREMENT ISSUES 

2 DSL (Staff B-3, C-6) 

3 Q. DOES QWEST AGREE WITH MR. DUNKEL’S CLAIM THAT THE PART 36 

4 

5 

RULES REQUIRE THE DIRECT ASSIGNMENT OF DSL INVESTMENT 

AND ASSOCIATED COSTS TO THE INTERSTATE JURISDICTION AFTER 

6 

7 

FCC’S “FREEZE” ORDER THAT FIXED JURISDICTIONAL 

(STATEhNTERSTATE) ALLOCATION FACTORS AND CATEGORY 

8 

9 

RELATIONSHIPS BASED ON 2000 SEPARATED RESULTS?63 

A. No, Qwest disagrees with Mr. Dunkel’s assertion that the FCC’s Part 36 rules 

10 require the direct assignment of DSL investment and associated costs to the 

11 interstate jurisdiction. 

12 

13 

Q. DOES QWEST AGREE WITH MR. DUNKEL’S ASSERTION THAT DSL 

INVESTMENT SHOULD BE MOVED TO THE INTERSTATE JURISDICTION 

14 AND DOES QWEST AGREE WITH STAFF’S PROPOSED ACCOUNTING 

15 ADJUSTMENT SHOWN ON SCHEDULE WDA -15 AND STAFF 

16 ACCOUNTING ADJUSTMENTS 6-3 AND B-6? 

17 A. No, Mr. Dunkel is mistaken in his interpretation of the FCC’s Freeze Order’s 

18 

19 

requirements with respect to DSL. As such, Qwest disagrees with the 

adjustment WDA-15 and the Staff accounting adjustments B-3 and B-6. This 

63The Federal-State Joint board recommended a separations freeze of categories and 
jurisdictional allocation factors in FCC OOJ-2. This recommendation was subsequently adopted 
with modifications by the FCC, FCC 01-162, on May 11, 2001. 
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1 adjustment is an incorrect interpretation of the Part 36 rules and is an 

2 unwarranted adjustment to Qwest’s revenue requirement. 

3 Q. HOW DOES MR. DUNKEL SUPPORT HIS CLAIM THAT QWEST MUST 

4 DIRECTLY ASSIGN MAJOR DSL INVESTMENTS TO THE INTERSTATE 

5 JURISDICTION ANNUALLY AFTER THE FCC’S FREEZE ORDER WENT 

6 INTO EFFECTIVE ON JULY I, 2001? 

7 A. Mr. Dunkel argues: 

8 
9 

10 
11 

The FCC Order does not freeze the “direct” assignments. In fact the 
Order specifically states “direct assigned” costs are not frozen, and the 
Order requires “Direct assignment of private line service costs between 
jurisdictions shall be updated annually.JJ64 

12 In addition, Mr. Dunkel quotes liberally from 47 CFR 36.3(a). 

13 Q. DOES QWEST AGREE THAT MR. DUNKEL IS INTERPRETING THE 

14 

15 

FREEZE ORDER AND PART 36.3(A) CORRECTLY IN APPLYING IT TO 

QWEST’S ASSIGNMENT OF DSL INVESTMENT? 

16 A. No, Qwest disagrees with Mr. Dunkel’s interpretation of the rules. Contrary to 

17 Mr. Dunkel’s claims, Qwest, as a LEC subject to federal price cap regulation, 

18 

19 

is prohibited from directly assigning DSL investment to the Interstate 

jurisdiction “post freeze” under Part 36.3 (b) of CFR Title 4765 

Docket No. T-01051 B-03-0454; Direct Testimony of William Dunkel, pp. 9-10. 
This rule is: “Effective July, 2001, through June 30, 2006, local exchange carriers subject to 

64 

65 

price cap regulation, pursuant to 1T 61.41, shall assign costs from the Part 32 accounts to the 
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1 Q. WHY DOES THIS SECTION OF THE RULES APPLY TO QWEST RATHER 

2 THAN THE SECTION CITED BY MR. DUNKEL? 

3 A. The language in Part 36.3(a) that Mr. Dunkel cites applies generally to all 

4 local exchange carriers subject to Part 36 while Part 36.3(b) applies 

5 specifically to LECs subject to price cap regulation under 47 CFR fi 61.41. 

6 Needless to say, if there is a conflict between a general rule and a specific 

7 rule, the specific rule controls. As a carrier subject to price cap regulation, 

8 Qwest must comply with Part 36.3(b). Qwest’s compliance is not elective. 

9 This rule specifically requires that all investment categories and sub- 

10 categories be frozen. Qwest has complied with this freeze requirement for all 

11 components of investment including DSL. 

12 Q. PLEASE DESCRIBE WHAT IS INVOLVED IN THE FCC’S 

13 JURISDICATIONAL SEPARATIONS PROCESS. 

14 A. Jurisdictional Separations is the process by which incumbent local exchange 

15 carriers (ILECs) apportion regulated costs between the intrastate and 

16 interstate jurisdictions.66 Jurisdictional separations is the third step of a multi- 

separations categories/sub-categories, as specified herein, based on the percentage 
relationships of the categorized/sub-categorized costs to their associated Part 32 accounts for the 
twelve month period ending December 31,2000. If a Part 32 account for separations purposes is 
categorized into more than one category, the percentage relationship among the categories shall 
be utilized as well. Local exchange carriers that invest in types of telecommunications plant 
during the period July 1, 2001, through June 30, 2006, for which they had no separations 
category investment for the twelve month period ending December 31, 2000, shall assign such 
investment to separations categories in accordance with the separations procedures in effect as 
of December 31,2000.” 

For purposes of section 251 of the Act, a local exchange carrier (LEC) is regarded as an 
“incumbent local exchange carrier“ (ILEC) for a specific area if, on the date of enactment of the 
Act, the carrier provided telephone exchange service in that area and was deemed to be a 

66 
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ILEC’s accounting system and 

ILEC’s interstate and intrastate 

regulated services. The multi-step process is as follows: 

First, revenues and costs, including investments and expenses, are 
recorded in various accounts in accordance with the Uniform System 
of Accounts (USOA) prescribed by Part 32 of the FCC’s rules.67 

Second, costs in these accounts are assigned to either regulated or 
non-regulated activities in accordance with Part 64 of the FCC’s rules 
to ensure that the costs of non-regulated activities will not be 
recovered in regulated interstate service rates.68 

Third, regulated costs are separated between the intrastate and 
interstate jurisdictions in accordance with the FCC’s Part 36 
separations rules.69 This process requires that regulated costs be 

~ ~ 

member of the National Exchange Carrier Association, Inc. (NECA), or if the carrier “became a 
successor or assign” of such a member on or after that date. 47 U.S.C. § 251(h)(l). Pursuant to 
section 69.601 (b) of the Commission’s rules, “[a]ll telephone companies that participate in the 
distribution of Carrier Common Line revenue requirement, pay long term support to association 
Common Line tariff participants, or receive payments from the transitional support fund 
administered by [NECA] shall be deemed to be members.” 47 C.F.R. § 69.601(b). For purposes 
of this Recommended Decision, the term “carriers” refers to ILECs. We note that, unlike the 
ILECs, competitive local exchange carriers (CLECs) are not subject to the requirements of Parts 
36, 61, 64, and 69 of the Commission’s rules. See 47 C.F.R. §§ 36,61,64, and 69. 
13’ 47 C.F.R. Part 32. 

The Part 64 cost allocation rules are codified at 47 C.F.R. §§ 64.901-904. Non-regulated 
activities generally consist of activities that have never been subject to regulation under Title II; 
activities formerly subject to Title II regulation that the Commission has preemptively deregulated; 
and activities formerly subject to Title I1 regulation that have been deregulated at the interstate 
level, but not preemptively deregulated at the intrastate level, that the Commission decides 
should be classified as non-regulated activities for Title It accounting purposes. See 47 C.F.R. 3 
32.23( a). See Accounting Safeguards under the Telecommunications Act of 1996, Report and 
Order, CC Docket No. 96-1 50, 1 1 FCC Rcd 17539, 17573 (1 996), recon. granted, in part, and 
denied, in part, Report and Order in CC Docket No. 98-81, First Order on Reconsideration in CC 
Docket No. 96-1 50, Fourth Memorandum Opinion and Order in AAD File No. 98-43, 14 FCC Rcd 
11396 (1999) (granting petitions for reconsideration in part and adopting changes to section 
274(f) reporting requirements), recon. denied, Second Order on Reconsideration, FCC 00-9 (rel. 
January 18, 2000) (rejecting petitions for reconsideration on the grounds that the petitions raised 
no new arguments). Similarly, state jurisdictions have the ability to remove the costs of state non- 
regulated activities so that those costs will not be recovered in regulated intrastate service rates. 

47 C.F.R. Part 36. See also MCI Telecommunications Corp. v. FCC, 750 F.2d 135, 137 
(D.C. Cir. 1984) (stating that “‘[j]urisdictional separations is a procedure that determines what 
proportion of jointly used plant should be allocated to the interstate and intrastate jurisdictions for 
ratemaking purposes”). 
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assigned to various categories of plant and expenses. In certain 
instances, costs are further disaggregated among service ~ategories.~’ 
These jurisdictional apportionments of categorized costs are based 
upon either a relative use factor, a fixed allocator7’, or, when 
specifically allowed in the Part 36 rules, by direct a~s ignmen t .~~  

Finally, the interstate regulated costs are apportioned between the 
interexchange services and rate elements that comprise the cost basis 
for interstate access tariffs. This apportionment is made in accordance 
with Part 69 of the FCC’s rules.73 The costs that are deemed not to be 
interstate in the process are therefore deemed to be “infrasfate” costs - 
- costs that form the basis for determining intrastate rates. 

From its early inception, the separations process served to prevent the 

recovery of the same costs in both the interstate and intrastate jurisdictions. 

This premise has been reinforced by opinions from the Supreme In 

addition, the Supreme Court has also stated that “the proper regulation of 

rates can be had only by maintaining the limits of state and federal 

jurisdi~tion.”~~ 

For example, central office equipment (COE) Category 1 is Operator Systems Equipment, 
Account 2220. The Operator Systems Equipment account is further disaggregated or classified 
according to the following arrangements: (i) separate toll boards; (ii) separate local manual 
boards; (iii) combined local manual boards; (iv) combined toll and DSA boards; (v) separate DSA 
and DSB boards; (vi) service observing boards; (vi) auxiliary service boards: and (viii) traffic 
service positions. See 47 C.F.R. § 36.123. 
71 For example, loop costs are allocated by a fixed allocator, which allocates 25% of the loop 
costs to the interstate jurisdiction and 75% of the costs to the intrastate jurisdiction. See 47 C.F.R. 
$2 36.1 54(c). 

Because some costs are directly assigned to a jurisdictionally pure service category, i,e. a 
category used exclusively for either intrastate or interstate communications, both steps are often 
effectively performed simultaneously. For example, the cost of private line service that is wholly 
intrastate in nature is assigned directly to the intrastate jurisdiction. See 47 C.F.R. 8 36.154(a). 
73 47 C.F.R. Part 69. 
74 See Smith v. lllinois Bell Tel. Co., 282 U.S. 133, 148 (1930) (Smith v. ///bois). In this case, 
separations procedures for the separation of intrastate and interstate property, revenues, and 
expenses, were deemed necessary for the appropriate recognition of authority between the 
interstate and intrastate jurisdictions. 
75 Id. at 149. 
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1 Q. PLEASE EXPLAIN MORE FULLY WHAT IS MEANT BY THE TERM 

2 FROZEN SEPARATIONS PROCESS. 

3 A. The freezing of the jurisdictional separations process meant simply that the 

4 FCC froze the jurisdictional separations process, cost categories, allocation 

5 factors and the work involved in the underlying special study requirements. 

6 The freeze meant there would be no change in the separations subcategories 

7 frozen at calendar year 2000 proportions and that allocation factors calculated 

8 for year 2000 will be frozen. Only the categories or portions of categories 

9 previously direct-assigned would continue to be direct assigned. 

10 A freeze of allocations meant that such factors, as of a specific point 

11 in time, were locked in, or "frozen", and were to be used for determining the 

12 cost allocations for a set period of time. A freeze of category relationships is 

13 implemented by retaining the relationships of the categories within a particular 

14 investment account to the total account balance. The freeze of category 

15 relationships applies to all levels of categorization listed in Appendix B of the 

16 Separations Freeze Order. Any Part 36 requirement to segregate costs 

17 recorded in Part 32 accounts into categories, subcategories, or further sub- 

"Jurisdictional allocation factors" are the percentage relationships that allocate costs assigned 76 

to Part 32 accounts for jointly used plant between the interstate (federal) and intrastate (state) 
jurisdictions. 
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1 classifications will be frozen at the percentage relationships from the calendar 

2 year 2000 cost separations 

3 

4 

Q. WAS THE JURISDICTIONAL ALLOCATION OF CATEGORIES OR 

PORTIONS OF CATEGORIES THAT WERE DIRECTLY ASSIGNED IN THE 

5 PAST AFFECTED BY THE FCC’S FREEZE? 

6 A. No. Frozen allocation factors were not intended to have an effect on the 

7 direct assignment of costs for categories that were defined prior to the 

8 Furthermore, and contrary to Mr. Dunkel’s claims, Qwest, who is 

9 subject to interstate price cap regulation, was prohibited from directly 

10 

11 

assigning DSL investment to the Interstate jurisdiction “post freeze” under 

Part 36.3 (b) of CFR Title 47 rules.79 

In the Matter of Jurisdictional Separations and Referral to the Federal-State joint Board, Report 
and Order, CC Docket No. 80-286, released May 22,2001. 

See June 19, 2001 memo to all Member Companies, Separations Category freeze Election - 
Please Respond by June 29, SEPARATIONS FREEZE FREQUENTLY ASKED QUESTIONS 
(FAQs), at page 3, A8. Frozen allocation factors will not have an effect on the direct assignment 
of costs for categories, or portions of categories, that were previously directly assigned to 
jurisdictions. These will not have an effect on the direct assignment of costs for categories, or 
portions of categories, that were previously directly assigned to jurisdictions. These categories or 
portions of category- will continue to be directly assigned to each jurisdiction in the same manner 
as before the freeze. It is important to note, however, that if a company elects to freeze its 
category relationships at the calendar year 2000 cost study levels, the proportion of costs 
assigned to categories or portions of categories that are directly assigned (e.g., DSL costs in 
COB Category 4.1 1) will also be affected. This could result in some costs tllat are typically 
directly assigned being apportioned based on the frozen category relationships to categories of 
costs that are not directly assigned. 

This rule is: “Effective July, 2001, through June 30, 2006, local exchange carriers subject to 
price cap regulation, pursuant to 7 61.41, shall assign costs from the Part 32 accounts to the 
separations categories/sub-categories, as specified herein, based on the percentage 
relationships of the categorized/sub-categorized costs to their associated Part 32 accounts for the 
twelve month period ending December 31,2000. If a Part 32 account for separations purposes is 
categorized into more than one category, the percentage relationship among the categories shall 
be utilized as well. Local exchange carriers that invest in types of telecommunications plant 

77 

78 

79 
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1 

2 

Q. DOES THE FCC OFFER ANY GUIDANCE RELATED TO THE DIRECT 

ASSIGNMENT OF COSTS TO THE INTERSTATE JURISDICTION? 

3 A. Yes, the FCC has indicated that it expects the category relationships to be 

4 frozen. Qwest reports the categorization of investment to the FCC in its 

5 ARMIS reports. Qwest recently received a letter from Fatina Franklin, 

6 Assistant Division Chief, industry Analysis and Technology Division, of the 

7 FCC requesting an investigation into Cable and Wire Relationships in one of 

8 Qwest‘s states because the Categorization of Cable and Wire Facilities 

9 Investment in Categories 1, 2, 3 and 4 for 2003 differed from the Category 

10 relationships that Qwest reported for 2000. Ms. Franklin indicated that the 

11 FCC expected the Categories to be frozen for Cable and Wire and asked 

12 Qwest to investigate the matter and re-file its ARMIS reports. After 

13 investigating the issue, Qwest agreed and revised the ARMIS reports. 

14 Based on this experience with the FCC for Cable and Wire Investment, it is 

15 clear to Qwest that the FCC expects the same result for the Categorization of 

16 COE, Categories 1, 2 and 3. 

during the period July I ,  2001, through June 30, 2006, for which they had no separations 
category investment for the twelve month period ending December 31, 2000, shall assign such 
investment to separations categories in accordance with the separations procedures in effect as 
of December 31,2000.” 
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Q. WHAT EFFECT WOULD MR. DUNKEL’S PROPOSED “DIRECT 

ASSIGNMENT” OF DSL HAVE ON THE CATEGORIES OF COE AND 

ALLOCATION OF JURISDICTIONAL COSTS? 

A. Direct assignment of costs would distort not only the frozen categories but the 

jurisdictional assignment of costs. An example is in order. Qwest 

Corporation-Exhibit PEG-R14 depicts a hypothetical assignment of COE 

Circuit Equipment to the Categories and Jurisdictions. In this hypothetical, 

the year 2000 relationship of Category 4.1 Exchange Line Circuit Equipment 

is 92.2% of Total Exchange Line Circuit Equipment and this same equipment 

has a 61.8% assignment to the intrastate jurisdiction. Adding an additional $1 

million of equipment to the base and using Qwest‘s methodology results in 

exactly the same categorization and separations of the investment to the 

interstate jurisdiction. This result is intended by the freeze. 

Adding the same investment but assuming that $300 thousand of this 

$1 million in incremental investment is to be directly assigned to Wideband 

Exchange Line Circuit Equipment Category-Interstate results in a distortion 

of the frozen categories and allocations. Referring again to Exhibit PEG-R14, 

the Category 4.1 Exchange Line Circuit Equipment that is suppose to be 

frozen has changed from 92.2% to 92.7% and the interstate assignment of 

the same category has changed from 38.2% interstate to 40.8%, a distortion 

not intended by the order. 
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1 

2 FREEZE ORDER? 

Q. HOW DOES QWEST INTERPRET PARAGRAPH 23 OF THE FCC’S 

3 

4 

A. Qwest believes that paragraph 23 can not be interpreted as Mr. Dunkel has in 

his testimony - otherwise it would not be possible to freeze category 

5 

6 

relationships, as the Order clearly requires. While Qwest acknowledges that 

there is an inherent conflict between the FCC’s language regarding “frozen 

7 

8 

category relationships” and “direct assianment” of costs in paragraph 23, 

Qwest believes that the specific language applying to price cap carriers in 

9 

10 

Part 36.3(b) controls over any conflicting general requirements with respect to 

the direct assignment of costs. 

11 

12 

If equipment that was directly assigned to the jurisdictions prior to the freeze 

is directly assigned after the Freeze Order, then the category relationships 

13 

14 

described in 36.3 (b) could not be maintained. Direct assignment post freeze 

will not only distort the frozen relationship of the COE Category 4 equipment 

15 

16 

but would also distort the frozen jurisdictional allocations. Furthermore, the 

FCC’s recent inquiry into information that Qwest reported on Cable and Wire 

17 

18 

19 the FCC’s order. 

investment in its ARMIS reports and Qwest’s subsequent revision of these 

reports, should remove any doubt as to whether Qwest is properly applying 

20 Q. DOES MR. DUNKEL’S READING AND INTERPRETATION OF THE FCC’S 

21 SEPARATIONS FREEZE AND THE POST-FREEZE JURlDlCTlONAL 
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SEPARATION OF DSL-RELATED COSTS SUPPORT THE ADJUSTMENT 

TREATMENT HE PROPOSES? 

A. No. There are a number of reasons why Mr. Dunkel’s assessment of the 

separations process is flawed. First and foremost is that state regulatory 

agencies do not have authority to reassign costs between jurisdictions. 

Qwest will make this point in its legal arguments in this case. What I can 

speak to is the need, and the sound policy basis, for consistent apportionment 

between interstate and intrastate operations. 

If the Commission were to find that it disagrees with Qwest‘s application of 

the FCC’s Freeze Order, it could file a petition for declaratory ruling with the 

FCC. The FCC is in a position to ensure that the Separations rules are 

uniformly applied and that the sum of the interstate and intrastate 

percentages of the regulated rate base equal 100 percent. In my view, the 

Commission should advocate its position on how DSL costs should be 

assigned between jurisdictions through the Federal-State Joint Board on 

Separations. 

In fact, in the very near future, the Joint Board is expected to begin 

addressing policies/options that should be pursued when the Separations 

freeze expires on June 30, 2006. In December 2001, the Separations Joint 

Board issued its “Glide Path’ document which framed many of the 

Separations issues that must be faced in the post-freeze environment. It is 
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anticipated that the Joint Board will be issuing a notice requesting information 

and comment on how the Separations freeze is working and what problems 

have been encountered. Thus, rather than follow Mr. Dunkel’s approach, 

which would create a jurisdictional battle, Staffs efforts would be better spent 

influencing the Joint Board’s recommendations on the appropriate 

assignment of DSL costs after the expiration of the current separations 

freeze. 

Q. SINCE THE FCC ADOPTED THE FEDERAL-STATE JOINT BOARD’S 

RECOMMENDATION TO FREEZE SEPARATIONS FACTORS AND 

CATEGORIES AS OF THE END OF 2000, WHAT SPECIFIC GUIDANCE 

DID THE FCC PROVIDE RELATED TO DSL INVESTMENT? 

A. The Freeze order addresses new technologies including DSL and the 

resulting distortion that these technologies may have on the jurisdictional 

assignment of costs not necessarily contemplated by existing rules.8o 

Regulators recognized that the current separations rules were starting to 

distort the allocation of costs and took appropriate action to freeze both the 

category/subcategory relationships as well as the jurisdictional 

8o The Freeze Order recognized the impact that new technologies had in assignment of 
investment, reserves and expenses to the categorizations and jurisdictions: “Since the NPRM 
was released in 1997, there have been rapid changes in the telecommunications infrastructure, 
such as the growth in Internet usage and the increased usage of packet switching. We believe 
that these types of changes may produce cost shifts in separations results because these and 
other new technologies, such as digital subscriber line (DSL) services, as well as a competitive 
local exchange marketplace are not sufficiently contemplated by the current Part 36 rules. We 
believe, therefore, that the most effective action at this time will be to freeze the separations 
process on interim basis, until the Commission and the Joint Board have had the opportunity to 
more comprehensively reform Part 36.” 
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1 (statehnterstate) assignment of costs pending comprehensive reform of the 

2 rules. The FCC also recognized the impact that the Internet was having on 

3 the statehnterstate assignment of costs. Jurisdictional allocation factors 

4 associated with Dial Internet Traffic were driving more and more costs to the 

5 

6 

7 

8 FCC. 

intrastate jurisdiction as this traffic increased at a higher rate than interstate 

traffic. This trend was recognized and the FCC’s Freeze effectively stopped 

this trend pending additional review by the FederaVState Joint Board and the 

9 

10 

11 

Q. WHY DOES QWEST BELIEVE THAT IT IS PROPERLY FOLLOWING THE 

FCC’S ORDER FREEZING SEPARATIONS FACTORS AND CATEGORIES 

AS IT APPLIES TO PRICE CAP COMPANIES? 

12 

13 

A. In addition to the numerous references in the Freeze Order itself, Qwest has 

correspondence from both the FCC and the National Exchange Carrier 

14 

15 

Association that indicate that Qwest is interpreting the Freeze Order in the 

same manner as the FCC. 

16 

17 

Q. ARE THERE OTHER AUTHORITATIVE ORGANIZATIONS THAT HAVE 

PROVIDED GUIDANCE ON THIS ISSUE? 

18 

19 

A. Yes, the National Exchange Carrier Association that is responsible for 

I administering the FCC’s Access Charge Plans and related Part 36 cost 
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1 allocations has addressed this subject in a letter to member companies.81 

2 NECA recognizes that “if a company electsa2 to freeze category relationships 

3 as of the calendar year 2000 cost study levels, the proportion of costs 

4 

5 

assigned to categories or portions of categories that are directly assigned 

(e.g., DSL costs in COE Category 4.1 1) will also be affected. This could 

6 result in some costs that are typically directly assigned being apportioned 

7 based on the frozen category relationships to categories of costs that are not 

8 directly assigned.” NECA recognized that if a carrier elected the freeze, some 

9 of the DSL costs would be allocated based on the frozen category 

10 relationships and not directly assigned to the interstate portion of Category 

11 4.1 1. Qwest is following this same interpretation as NECA. 

12 Q. CAN YOU BE MORE SPECIFIC REGARDING WHAT THE JOINT BOARD 

13 OR THE FCC SAID REGARDING THE SEPARATIONS FREEZE AND 

14 SEPARATIONS REFORM? 

15 A. In adopting a five-year interim separations freeze the FCC indicated that 

16 some category relationships and all allocation factors would be frozen for a 

17 period of five years or until comprehensive separations reform could be 

18 completed. With limited exceptions” no adjustments to the frozen category 

19 relationships and allocation; factors were allowed during the freeze. The 

20 freeze was intended to stabilize and simplify the Part 36 separations process 

National Exchange Carrier Association, June 19, 2001 letter to Member Companies A8. 
Qwest‘s election is compulsory under Part 36.3(b). 

81 

a2 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 100, December 20,2004 

1 

2 

3 

4 

5 

6 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

. a3 

72 Specifically, the Joint Board recommends that the Commission 
institute a five-year freeze of all Part 36 category relationships and 
allocation factors for price cap carriers, and a freeze of the allocation 
factors for rate-of-return carriers. As discussed further below, we 
recommend that the Commission adopt a freeze calculated based on 
carriers’ data from the twelve months prior to the Commission’s issuance 
of an order on this Recommended Decision. The freeze should be 
mandatory and apply to all carriers subject to the Part 36 rules. The Joint 
Board recommends that the freeze remain in effect for five years, or 
until the Commission takes further action pursuant to a 
recommendation from the Joint Board, whichever occurs first. The 
Joint Board also recommends that, if the Commission finds that Internet 
traffic is jurisdictionally interstate in the proceeding that has been initiated 
as a result of the remand by the United States Court of Appeals for the 
D.C. Circuit on the Commission’s Reciprocal compensation the 
Commission freeze the local DEM factor for the duration of the freeze at 
some substantial portion of the current year level based on data from the 
twelve months preceding the implementation of the freeze.85 Based on 
the record established in connection with this Recommended Decision, 
the precise percentage of the current year’s local DEM should be 
established according to how much of a reduction in local DEM is 

See FCC OOJ-2, In the Matter of Jurisdictional Separations Reform and Referral to the Federal- 
State Joint Board, CC Docket No. 80-286, released July 21, 2000. 

See lmplementation of the Local Competition Provisions of the Telecommunications Act of a4 

1996; Inter-Carrier Compensafion for ISP-Bound Traffic, Declaratory Ruling in CC Docket No. 96- 
98 and Notice of Proposed Rulemaking in CC Docket No. 99-68, FCC 99-38, 14 FCC Rcd 3689, 
3701-3703, 3710 (1999) (Reciprocal Compensation Ruling); Bell Atl. Tel. Companies v. F.C.C., 
206 F.3d 1 (D.C. Cir. 2000) (Bell Atlantic v. F.C.C.); lmplementafion ofthe Local Competition 
Provisions of the Telecommunications Act of 1996; Inter-Carrier Compensation for ISP-Bound 
Traffic, Public Notice, CC Docket Nos. 96-98 and 99-68, FCC 00-227 (rel. June 23, 2000) 
Reciprocal Compensation Ruling Remand Public Notice). 

85 See infia, Section lll.B.2. 
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warranted in light of any effects that Internet usage has had on 
jurisdictional allocations or consumers. We also recommend that, during 
the interim freeze period, the Joint Board and the Commission 
continue to review issues regarding separations reform, as specified in 
this Recommended Decision.86 
(Emphasis added) 

11 4 We believe that instituting a mandatory interim freeze of both the 
Part 36 category relationships and jurisdictional allocation factors 
for price cap carriers is consistent with our goals of stabilizing and 
simplifying the Part 36 separations process, pending comprehensive 
reform.87 
(Emphasis added) 

T I  5 One primary goal of an interim freeze at this time is to provide 
stability for all carriers while the Joint Board evaluates 
comprehensive reform of jurisdictional separations. We believe that a 
freeze of the jurisdictional allocation factors and categories would 
achieve this goal by minimizing any cost shift impacts on 
separations results that might occur as a result of circumstances not 
contemplated by the Commission’s current Part 36 rules, such as 
growth in local competition and new technologies. Since the NPRM 
was released in 1997, there have been rapid changes in the 
telecommunications infrastructure, such as the growth in Internet usage 
and the increased usage of packet switching. We believe that these 
types of changes may produce cost shifts in separations results 
because these and other new technologies, such as digital 
subscriber line (DSL) services that combine voice and high speed 
data circuits over shared copper facilities, as well as a competitive 
local exchange marketplace, are not sufficiently contemplated by the 
current Part 36 rules.88 

See infra, para. 27. 
We agree with commenters who support an interim freeze of jurisdictional allocation factors as 

an effort to simplify the existing separations rules and to address the impact of new technologies 
on network usage. See, e.g., Ameritech NPRM Comments at 8-13; Bell Atlantic NPRM 
Comments at 4-9; RTC NPRM Comments at 5-10; NECA NPRM Reply Comments at 4-5; USTA 
NPRM Comments at 9-12. 

For example, the increased use of packet-switched technologies may call into question the 
continued validity of usage-based separations procedures designed for circuit-switched 
technologies and services. Packet-switched networks use a switching technique in which data is 
divided into packets for routing through the network. Packet switching enables a single 
transmission path, Le., a circuit, to carry packets from many different customers during the same 
period. In contrast, circuit-switching dedicates a single transmission path to one customer for the 
duration of a call. Given that the current Part 36 rules do not appropriately address newer 
technologies such as packet switching, carriers are left to their own discretion as to the method of 

86 

87 
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allocation of facility costs among Part 36 categories. As a result, we believe that there may be 
inconsistencies among carriers as to how such new equipment is treated for separations ’’ See, e.g., NASUCA NPRM Comments at 8-9 (claiming that a freeze will not recognize changes 
in the telecommunications marketplace, such as different usage patterns for the local loop); 
NASUCA NPRM Reply Comments at 2-3 (contending that a freeze would shield an ILEC’s future 
interLATA toll services and broadband services from supporting a reasonable share of the cost of 
the facilities that these services will utilize and assumes the unreasonable position that the 
telecommunications market will remain unchanged); MCI NPRM Comments at 2-6 (arguing that 
NYNEXs proposal to freeze allocations at their current levels does not correct misallocations or 
recognize the usage-sensitive nature of some telecommunications costs); AT&T NPRM Reply 
Comments at 14-1 5 (arguing that a freeze would lock in an artificially high assignment of costs to 
the interstate jurisdiction (and vice versa) if intrastate calling grows more quickly relative to 
interstate calling in the coming years). 

urposes. 
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(Emphasis added) 

71 7 By freezing categories and factors, we believe that greater stability 
and predictability for separations results will be realized than under a 
factors-only freeze since costs would be assigned based on both fixed 
jurisdictional allocation factors and fixed category relationships. We also 
believe that a freeze will supply all telecommunications carriers with more 
predictable separations results as they deploy new services and 
technologies in the marketplace. Some commenters oppose a freeze 
on grounds that a freeze would not account for major changes in the 
telecommunications marketplace and would only serve to continue 
what they claim is a current misallocation of costs to the interstate 
juri~diction.~’ We believe that such concerns are mitigated by the 
interim nature of the freeze. (Emphasis added) 

727 During the freeze, we recommend that the Commission continue its 
comprehensive review of the separations process. Specifically, we 
believe that several issues must be addressed by the Joint Board 
and the Commission in the near future as a result of the emergence 
of new technologies and local exchange service competition. These 
issues include the appropriate separations treatment of 1 ) unbundled 
network elements (UNEs), 2) digital subscriber line (DSL) services, 3 )  
private lines, and 4) Internet traffic. We also believe that the Joint Board 
and the Commission should work towards providing a clear path for 
comprehensive reform of separations with the possible, future target of the 
elimination of separations. Accordingly, we recommend that the 
Commission commit to addressing these issues and a path to 
comprehensive reform in the near term. (Emphasis added) 
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1 

2 

Q. PLEASE EXPLAIN FURTHER WHY MR. DUNKEL’S ADJUSTMENT TO 

JURISDICTIONALLY SEPARATED COSTS FOR DSL IS UNWARRATED. 

3 A. DSL service was not, and is not, maintained in a separate Separations 

4 category nor was it, or is it currently, uniquely identifiable within the 

5 Separations categories as a result of the frozen Separations investment 

6 identification methodologies that were established by the FCC at the time of 

7 its mandated freeze of the Separations process. Although the frozen 

8 categories, which would have contained DSL-related investments, were, at 

9 least in part under FCC Part 36 separations rules, directly assigned to 

10 interstate service, no separate procedure for the identification of DSL-related 

11 service investments had been made prior to the time the FCC ordered its 

12 Separations freeze in 2001. 

13 In order to comply with the FCC’s “Separations Freeze” order, FCC 01-1 62, 

14 CC Docket No. 80-286, and specifically paragraph 14, Qwest, as a price cap 

15 carrier, was required to maintain the FCC’s frozen categories and not to 

16 modify or expand the underlying analysis in any manner that would alter the 

17 frozen FCC Separations factors effected in 2001. As a result of this 

18 preemptive FCC directive, no new studies or analyses were required and 

19 none have been initiated that would uniquely identify and separately 

20 categorize the DSL investment for the purpose of direct assignment and 

21 factor modification, 
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Moreover, in FCC 01 -1 62, CC Docket 80-286, the FCC indicated that it would 

address the handling of services such as DSL, as well as other emerging 

technologies, at some point in the future. In its Separations freeze order, the 

FCC specifically addressed the freeze period handling of DSL, and other 

emerging telecommunications issues. As I noted earlier, the FCC has stated 

that: 

2. 
separations rules, we adopt a freeze of all Part 36 category relationships 
and allocation factors for price cap carriers ... The interim freeze will be in 
effect for five years or until the Commission has completed 
comprehensive separations reform, whichever comes first. We further 
conclude that several issues, including the separations treatment of 
Internet traffic, should be addressed in the context of comprehensive 
separations reform. 

12. ... Since the NPRM was released in 1997, there have been rapid 
changes in the telecommunications infrastructure ... We believe that 
these types of changes may produce cost shifts in separations results 
because these and other new technologies, such as digital subscriber line 
(DSL) services, as well as a competitive local exchange marketplace, are 
not sufficiently contemplated by the current Part 36 rules. 

. . . . Specifically, pending comprehensive reform of the Part 36 

* * *  

The FCC also stated that: 

In this Recommended Decision, the Federal-State Joint Board established in 
CC Docket No. 80-286 (Joint Board) recommends that, until such time as 
comprehensive reform of jurisdictional separations can be implemented, the 
Federal Communications Commission (Commission) should institute an 
interim freeze of the Part 36 category relationships and jurisdictional 
allocation factors.g0 

Section 410 of the Communications Act of 1934, as amended (the Act), requires that the 
Commission refer any proceeding regarding the jurisdictional separation of common carrier 
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1 Q. ARE THERE OTHER REASONS WHY MR. DUNKEL’S PROPOSED 

2 ADJUSTMENT IS UNWARRANTED? 

3 A. Yes. Mr. Dunkel’s adjustment is also unwarranted given its very one sided 

4 nature. There are currently many issues that confound a complex process of 

5 jurisdictional assignment. In many respects, the process can be characterized 

6 as outdated and often one that is filled with offsetting misassignments. The 

7 state members of the Joint Board stated in their “Glide Path” document that: 

8 
9 

10 
11 
12 
13 
14 
15 
16 

In 1986, the Commission required some costs assigned to the interstate 
jurisdiction to be recovered from end users through the SLC. For all 
practical purposes, the SLC became part of the basic monthly charge. 
This means that since at least 1986, there has been no direct relationship 
between the level of costs assigned to either jurisdiction and the level of 
basic monthly charges paid by customers. The separations process may 
once have provided a forum for addressing the fundamental rate design 
issue of flat rate usage based charges. In its current form, separations no 
longer provides that forum. 

17 They also went on to point out the following advantages and disadvantages of 

18 the freeze. Several of which point to the one sided handling of Mr. Dunkel’s 

19 proposed adjustment for DSL:” 

20 Advantages of the Freeze 

21 1. Eliminates the need for basic studies and traffic studies. 

property and expenses between interstate and intrastate operations to a Federal-State Joint 
Board. 47 U.S.C. §410(c). The Joint Board for jurisdictional separations was established in CC 
Docket No. 80-286. See Amendment of Part 67 of the Commission’s Rules, Notice of Proposed 
Rulemaking and Order Establishing a Joint Board, CC Docket No. 80-286, 78 FCC 2d 837 (1980) 
$proposing changes to the separations rules and establishing a Federal-State Joint Board). 

Id. at page 8 -9. 1 



Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 106, December 20,2004 

1 
2 
3 

4 3. Recognizes the disconnect between separations and pricing. 

2. Prevents further misallocation of costs associa fed with dial-up 
lnfernet traffic to the sfafe jurisdiction, assuming this traffic 
continues to grow. (Emphasis added) 

5 Disadvantages of the Freeze 

6 
7 
8 added) 

9 2. Fails fo  correcf any existing misallocafion-problems. (Emphasis 
10 added) 

11 

12 
13 

1, Does not reflect increased interstate usage which could offset or 
mifigate the, effects of the dial-up internet effect (Emphasis 

3. Fails to reflect the impacf of new’ technologies. (Emphasis added) 

4. When all measurements are lost, we will be unable to know or 
measure, in the future, the impacts of moving to other options. 

14 Q. WHAT FINAL CONCLUSION DO YOU HAVE REGARDING STAFF’S 

15 PROPOSED DSL ADJUSTMENT? 

16 A. Based on a proper interpretation of the FCC’s “Freeze” Order, Staffs 

17 adjustments B-3 and C-6 must be rejected. 

I 8 BSI - Construction Related Charges (Staff B-4, C-7) 

19 Q. WHAT ISSUE ARE YOU ADDRESSING IN THIS PORTION OF YOUR 

20 TESTIMONY? 

21 A. This testimony responds to Staffs proposed adjustments B-4 and C-7 which 

22 would effectively remove from Qwest’s Arizona regulated rate base Qwest’s 

23 investment in cabinets and connecting cable for remote terminal locations that 

24 Mr. Dunkel’s testimony labels “’video only’ USAMs”. 
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I 

2 

3 

4 

5 

6 

Q. WHAT IS A REMOTE TERMINAL? 

A. Remote Terminal (RT) is a term for telecommunications equipment that is 

located outside the central office, in the outside plant network. The term RT 

may also refer to the enclosure where the equipment is located, or installed, 

to deliver service. The RT may be a cabinet, a Controlled Environment Vault 

(CEV) or a small building/equipment "hut." 

7 

8 

9 

10 

An RT is located between the Qwest central ofice and the customers 

premises, generally installed very close to the cross box/FDI. RTs are 

designed to support many types of equipment including Digital Loop Carrier 

(DLC) systems, DSL equipment, multiplexing equipment, etc. 

11 

12 

13 

14 

15 

Q. WHAT IS A "USAM?" 

A. USAM is an acronym for Universal Services Access Multiplexer. The USAM 

equipment is manufactured by Motorola/Nextlevel Communications and is an 

equipment shelf that can be used for any of three service applications 

depending on what cards (Le., plug-ins) are used. 

16 

17 

18 

19 

20 

Qwest uses the USAM shelves for three applications: (1) equipped with plain 

old telephone service (POTS) line cards, the shelves can deliver 96 POTS 

services, including designed services, (2) equipped with ADSL cards, the 

shelves can deliver 48 DSL services, or (3) equipped with VDSL cards, the 

shelves can deliver 36 video services. Qwest does not mix the different types 
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1 of services on one shelf but installs a separate shelf for each type of service 

2 required. 

3 

4 REMOTE TERMINAL LOCATIONS: 

5 

6 

Q. PLEASE DESCRIBE THE BACKGROUND FOR THE INSTALLATION OF 

A. Under the federal Telecommunications Act of 1996 (FTA), an incumbent local 

telecommunications carrier (ILEC) may operate on a fully integrated basis 

7 

8 

9 

10 

11 

with its cable television operations offering service pursuant to Title VI of the 

Act. Initially, Qwest (then U S WEST) opted to keep its cable operations in 

the ILEC. In 1999, however, Qwest formed Broadband Services, Inc. (BSI) 

and operated its cable television and cable modem services out of this entity, 

an affiliate of the ILEC. 

12 

13 

14 

BSl’s services use a “Very high bit rate digital subscriber line” (VDSL) 

architecture. The VDSL architecture uses fiber feeder between the central 

office and a remote terminal/USAM. The video and high-speed data signals 

15 are then sent to the premises over a copper sub-loop. 

16 Based on various legal and regulatory rulings, Qwest determined that it 

17 

18 

should own the cabinets and connecting cable at the remote terminal 

locations and that BSI should own its shelves and cards used to provide its 

19 

20 

cable services that were placed in the cabinets. Consequently, although 

dollars for the construction of the cabinets and cable were allocated by the 
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1 parent company specifically to meet VDSL program requirements, Qwest, as 

2 the entity who would own the cabinets and cable, incurred the construction 

3 

4 

costs and placed the investment on its books. BSI, as the entity who would 

own any shelves and cards needed to provide its cable services, incurred the 

5 

6 its books. 

costs for purchasing and placing the electronics and placed the investment on 

7 

8 

Q. WHY DID QWEST DETERMINE THAT IT SHOULD OWN THE CABINETS 

AND CABLE FOR THE REMOTE TERMINAL LOCATIONS? 

9 

10 

A. Qwest needs to own the cabinets and cable for the remote terminal locations 

so that it can meet its obligations to allow Competitive Local Exchange 

11 

12 them. 

Carriers (CLECs) access to the cabinets, upon a bona fide request from 

13 

14 

15 

16 

17 only user. 

Q. IS MR. DUNKEL’S ASSERTION CORRECT THAT SOME REMOTE 

TERMINAL CABINETS AND CABLE, THOSE HE TERMS “VIDEO ONLY” 

USAMS, ARE USED ONLY BY BSI? 

A. Yes, at the current time there are some locations where BSI is the cabinets’ 

18 

19 

Q. WHEN MR. DUNKEL REFERS TO THE USAMS IN QUESTION, HE 

CONSISTENTLY PLACES QUOTATION MARKS AROUND THE WORDS 
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1 “VIDEO ONLY.” IS IT TRUE THAT THE USAMS CAN ONLY BE USED 

2 FOR VIDEO? 

3 A. No. If Qwest has a need to augment its voice services, it can “upsize” a 4- 

4 shelf cabinet to an 8-shelf cabinet through a process known as a “hot slide” so 

5 that the Next Level cabinets can accommodate its shelves with POTS cards. 

6 All of the USAMs can be used to provide telephone service. In addition, a 

7 

8 SGAT. 

CLEC may collocate its DSLAM in a remote terminal under the terms of the 

9 Q. IS MR. DUNKEL CORRECT THAT BSI DID NOT PAY CONSTRUCTION 

10 CHARGES FOR THE “VIDEO ONLY” USAM CABINETS AND FEEDER 

11 CABLES OWNED BY QWEST? 

12 A. Yes. When BSI requested the use of USAM cabinets and cable that were not 

13 already in place Qwest purchased and placed the facilities and now owns the 

14 facilities. However, Mr. Dunkel’s characterization of these cabinets as “video 

15 only” cabinets is incorrect. Any CLEC who requests space in these cabinets 

16 is entitled under the SGAT to receive the requested access. If Qwest 

17 requires space in the cabinet to provide its own services, the cabinets can be 

18 used for that purpose as well. Qwest’s response to Staffs data request WDA 

19 12-009, (r) explained this as follows: 

20 
21 
22 

USAMs could be used for not only video but POTS and DATA should the 
need arise. For these reasons Qwest does not feel that it is appropriate to 
refer to these USAMs as video only USAMs. 
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1 Q. WHAT SERVICES AND FACILITIES DOES QWEST PROVIDE TO BSI AND 

2 ON WHAT BASIS? 

3 A. Transactions between Qwest and BSI are governed by Part 32 of the FCC’s 

4 accounting rules. A Summary of Affiliate Transactions (SAT) document 

5 describes the services that Qwest provides to BSI. In this regard, BSI leases 

6 space from Qwest in central offices, leases IOF fiber that runs from central 

7 offices to BSl’s head end, leases fiber that runs from the central office to a 

8 remote terminal (RT) in a distribution area, leases space in an RT and installs 

9 shelves that contain VDSL cards.” Qwest performs all engineering, 

10 installation, and maintenance functions for BSI. 

11 Q. HOW DOES QWEST PRICE THE SERVICES AND FACILITIES PROVIDED 

12 TO BSI? 

13 A. Qwest prices the services and facilities provided to BSI according to affiliate 

14 pricing guidelines found in 47 CFR Section 32.27. The SGAT provides the 

15 basis for the monthly recurring rates for the use of Qwest fa~ilities.’~ These 

16 rates are updated annually at the beginning of each year for affiliate billing. 

17 Qwest employees who perform engineering, installation and maintenance 

18 functions for BSI track their time and bill labor charges to BSI at Fully 

19 Distributed Cost. 

See Qwest‘s response to Staff data request WDA 04-26. 
See Qwest‘s response to Staff data request WDA 04-26. 

92 

93 
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1 Q. WHAT DOES BSI PAY FOR REMOTE COLLOCATION LOCATIONS? 

2 A. REDACTED 

3 REDACTED 

4 REDACTED 

5 REDACTED 

6 Q. IS MR. DUNKEL’S CLAIM REGARDING PAYMENTS FOR REMOTE 

7 COLLOCATIONS CORRECT? 

8 A. No. Mr. Dunkel claims that BSI has REDACT ED 

9 REDACTED 

10 REDACTED This claim i rrect. Mr. Dunkel wrongly 

11 assumes that the REDACTED 

12 REDACTED 

13 REDACTED 

14 REDACTED 

15 REDACTED 

16 

17 

REDACTED 

REDACTED 

REDACTED 18 

REDACTED 19 

20 REDACTED 



1 Q. IS IT PROPER FOR QWEST’S INVESTMENT IN THE MULTIUSE 

2 BINETS AND CABLES TO BE IN QWEST’ A REGULATED 

TE BASE? 

4 A. Yes. Qwest owns the cabinet . They are available for use by any 

makes a bona fide request to use them. T are available for 

6 se as the need arises. REDACTED 

7 R EDACT E D 

8 nkel bases his proposed disallowance of the cables and cabinets on 

9 the mistaken belief that REDACT ED 

10 REDACT ED 

11 REDACTED 

12 REDACTED 

13 REDACTED 

14 cabinets and cables, which are available for C EC 

15 

16 

17 

and Qwest to use, is, therefore, ~nappropri~te and would unjustly penalize 

Qwest for integrated activities that are fully sanction by the FTA. Staff’s 

proposed adjustments B-4 and C-7 should be rej 
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I FCC Deregulated Products (Staff C-19) 

2 

3 

Q. WHAT IS THE NATURE OF THIS ADJUSTMENT? 

A. Staff Adjustment C-19 imputes additional revenues above-the line for 

4 

5 

intrastate regulatory purposes. Mr. Carver argues these services have an 

earnings deficiency, that is, they do not earn the same rate of return as 

6 

7 

8 deficiency. 

Qwest's other services. He believes that because these services were 

deregulated by the FCC, ratepayers should not cross-subsidize their earnings 

9 Q. DO YOU AGREE WITH MR. CARVER? 

10 

11 

A. I disagree with Mr. Carver for several reasons. First, these services do not 

have an earnings deficiency. Compared to Qwest's other intrastate regulated 

12 

13 

services in Arizona they have an earnings surplus. The figures Mr. Carver 

uses in his testimony are incorrect. Second, the calculation of adjustment 

14 

15 

C-19 is fundamentally flawed. When corrected for this flaw, the adjustment 

increases revenue requirement instead of decreasing it. Third, I disagree that 

16 

17 services. 

ratepayers should be financially insulated from these Arizona regulated 

18 Q. WHY DO YOU BELIEVE THE CALCULATION OF ADJUSTMENT C-19 IS 

19 FUNDAMENTALLY FLAWED? 

20 

21 

A, According to Staff, the aim of adjustment C-I 9 is to prevent ratepayers from 

cross subsidizing FCC deregulated services (FCCDS). However Staffs 
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adjustment C-I 9 does not identify cross subsidy between FCCDS and 

Qwest's other intrastate regulated services. Instead adjustment C-I 9 imputes 

sufficient additional revenues for intrastate regulatory purposes so that, in the 

aggregate, the test year earnings of the FCC deregulated services (FCCDS) 

equal the overall 9.5% return on investment that Staff recommends ACC 

ultimately adopt for Qwest's intrastate regulated services. 

real rate of return they actually achieved in the test year, not the 9.5% target 

Staff has set for them. 

Staff adjusted the FCCDS to reflect the effect of exactly three adjustments: 1) 

annualization of test year revenues and expenses (Qwest adjustment PFN- 

03); 2) out of period revenues (Qwest adjustment PFN-01) and 3) a correction 

to Enhanced Services (Qwest adjustment PFN-12). Staff made no other 

adjustments to the FCCDS. 

Before Staff could arrive at a $3.5 million revenue requirement on a 9.5% 

overall rate of return Staff had to adjust the test year with dozens of 

adjustments proposed both by Staff and by Qwest. Without all of these 

adjustments (and an additional $3.5 million in new rates) the services against 

which the FCCDS are to be evaluated for subsidy flows would yield a return 

far below the 9.5% target Staff has set for them. 
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For example, Staffs test year is adjusted with a total of $246 million of pro 

forma (i.e. after the test year) reductions in depreciation expense (Qwest‘s 

revised adjustment PFA-01 plus Staff adjustment C-23) and $72 million of 

directory revenue imputation (Qwest adjustment PFR-01 ). Reducing test year 

depreciation expense by $246 million and imputing $72 million to revenues 

increases the test year’s rate of return results by 11.36%. 

Adjustment C-I 9 fails to adjust FCCDS for the effect of PFA-01 , C-23 and 

PFR-01 . So Staffs Adjustment C-I 9 denies the FCCDS the lift to their 

achieved return from pro forma depreciation expense adjustments and 

revenue imputations that contribute 11.36% toward Staffs 9.50% target. 

Adjustment C-I 9 similarly ignores literally dozen’s of adjustments (such as 

the $72 million directory imputation) that in aggregate would provide an 

additional lift to the test year earnings of the FCCDS. 

If Adjustment C-I 9 is to measure whether FCCDS receive a subsidy or 

provide one, the services being evaluated for cross-subsidy must be 

consistently adjusted so that the comparison is “apples to apples.” As Staff 

calculates it, Adjustment C-I 9 gives the non-FCCDS services a huge 

advantage over the FCCDS because the 9.5% rate of return that Staff 

ascribes to the non-FCCDS is achieved only by with dozen’s of pro-forma 

adjustments. Consequently, as Mr. Carver has prepared it, Adjustment C-I 9 

does not measure subsidy. It compares the relatively lightly adjusted FCCDS 
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1 against relatively heavily adjusted test year results that are fortified with, 

2 among other adjustment, $246 million of pro forma depreciation expense 

3 adjustments and $72 million of directory imputation adjustments. In other 

4 words, C-I 9 compares almost unfertilized apples to heavily fertilized apples. 

5 

6 

Q. WHAT MUST BE DONE TO CORRECT THlS DEFECT? 

A. In order for adjustment C-I 9 to correctly measure subsidy, an aliquot share all 

7 

8 

of Qwest’s and Staffs test year adjustment would need to be assigned to the 

FCCDS so that the “apples” (results) being compared are “fertilized” 

9 

10 

(adjusted) by the same set of adjustments. This allocation would be 

burdensome to compute and is unnecessary. There is a simpler but equally 

11 valid method to correct this defect. 

12 

13 

14 

15 

16 

17 

18 

Adjustment C-I 9 can evaluate subsidy flows, “apples to apples,” by adjusting 

the non-FCCDS test year results and the FCCDS test year results by the 

same three adjustments. Instead of using a fully adjusted rate of return of 

9.5% (that itself requires $3.5 million in additional rates to be achieved) 

Adjustment C-I 9 should be computed using the rate of return achieved when 

the test year is adjusted for the same three adjustments (PFN-01 , PFN-03 

and PFN-12) that Adjustment C-19 applies to the FCCDS. 

19 

20 

Adjusted for PFN-01, PFN-03 and PFN-12 only, the test year rate of return is 

negative 4.48%, not positive 9.50%. It is the helpful effect of all the other test 
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year adjustments that Qwest and Staff have proposed (and an additional $3.5 

million in rates) that allows the non-FCCDS financial results to achieve Staffs 

9.50% target. 

When adjustment C-19 is corrected to reflect this negative 4.48% return 

instead of the target return of 9.5% it shows that the FCCDS subsidize the 

non-FCCDS and it yields a revenue requirement increase of $6.298 million 

instead of a revenue requirement decrease of $6.589 million. Qwest 

Corporation-Exhibit PEG-R15 shows the computation of this corrected 

amount. 

Q. DO YOU BELIEVE THAT STAFF’S ADJUSTMENT C-19 SHOULD BE 

ACCEPTED? 

A. No. the cross-subsidy that Adjustment C-I 9 purports to correct is between 

services all of which are regulated by this Commission. I do not believe an 

adjustment for them is appropriate. However, if the Commission believes an 

adjustment is required for them, the calculation of adjustment C-I 9 must be 

corrected as shown in my Exhibit PEG-Rl5. 
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I 
2 RBA#S,OA#7) 

Telephone Plant Under Construction (Staff B-5, C-7; RUCO 

3 Q. WHAT ISSUE ARE YOU ADDRESSING IN THIS PORTION OF YOUR 

4 TEST1 MONY? 

5 A. This testimony responds to Staff’s proposed adjustments B-5, Telephone 

6 Plant Under Construction (TPUC), and C-8, Telephone Plant Under 

7 Construction (TPUC). It also responds to RUCO’s proposed Rate Base 

8 Adjustment #3 - Construction Work in Progress and Operating Adjustment #7 

9 - AFUDC Offset Adjustment. All four of these adjustments aim to reverse 

10 Qwest‘s proposed adjustment PFA-04, Plan Under Construction, which is a 

11 pro forma accounting adjustment for a change in accounting method. It 

12 adjusts the test year to reflect changing from the “capitalization” method to the 

13 “revenue requirement offset” method of accounting for the financing costs of 

14 telephone plant under construction (‘ITPUC’I also know as Construction Work 

15 in Progress of “CWIP”). At pages 65 to 67, my direct testimony explains the 

16 differences between these methods and the FCC’s history of adoption. 

17 

18 TPUC? 

19 

20 

Q. WHY DID QWEST PROPOSE THIS CHANGE IN ACCOUNTING FOR 

A. As I explained in my direct testimony the revenue requirement offset method 

has several advantages over either of the other two available methods. 
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1 Q. MR. CARVER ARGUES THAT YOUR DIRECT TESTIMONY WAS 

2 INCORRECT WHERE IT ASSERTED THE COMMISSION ORDERED THE 

3 INCLUSION OF TELEPHONE PLANT UNDER CONSTRUCTION IN RATE 

4 BASE IN 1982? WERE YOU INCORRECT? 

5 A. No. Mr. Carver’s testimony claims to quote the Commission’s Decision No. 

6 53040. It does not. Mr. Carver’s testimony quotes the Stipulation to Form of 

7 Order which was signed not by the Commission but by the parties on April 23, 

8 1982. A month later, on May 21, 1982 the Commission issued Decision No. 

9 53040 which, in pertinent part, read: 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

ORDER 
The Commission hereby orders that: 

4. 
* * *  

Interest during construction shall no longer be accrued by 
Mountain Bell on short-term plant under construction; henceforth, short- 
term plant under construction shall be included in the rate base, 
pursuant to the Arizona Constitution, Arizona Revised Statutes, and as 
supported by Sections 2(b) and 221(b) of the Communications Act of 
1934, as amended. 

the terms and provisions thereof are hereby accepted and approved 
without modification or condition. (emphasis added) 

5. The Stipulation to Form of Order attached hereto and all of 

22 The Commission clearly ordered adoption of all of the terms and provisions of 

23 the Stipulation to Form of Order quoted by Mr. Carver and also 

24 unambiguously ordered that “henceforth, short term plant under construction 

25 shall be included in the rate base.” Asserting that the Form of Stipulation 

26 “means what it says” Mr. Carver argues the Commission did not officially 
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1 adopt the rate base method of accounting for STPUC.94 The Commission’s 

2 Decision proves otherwise. It adopts the Form of Stipulation and, in the 

3 adjoining ordering clause, also adopts the rate base method of accounting for 

4 STPUC. 

5 

6 CASES THAT FOLLOWED? 

Q. DID THE COMMISSION USE THE RATE BASE METHOD IN THE RATE 

7 A. Yes. Mr. Carverg5 and I agree that the parties used and the Commission 

8 accepted the rate base method in Docket No. E-1051 -83-035 (Decision No. 

9 53849) and Docket No. E4051 -84-1 00 (Decision No. 54843). 

10 Q. WHEN DID THE COMMISSION STOP INCLUDING TELEPHONE PLANT 

11 UNDER CONSTRUCTION IN RATE BASE? 

12 A. In the Company’s 1994 rate case, Docket No. E-1051-93-183, the Company’s 

13 revenue requirement witness, Mr. Thompson, included short term telephone 

14 plant under construction in rate base in accordance with Decision No 53040 

15 and as practiced in Decisions No. 53849 and 54843. It was, in fact, Staffs 

16 witness, Mr. Carver, who proposed an adjustment-Staffs Jurisdictional Rate 

17 Base Adjustment B-5-to the calculation of revenue requirement in the 

18 Company’s 1994 rate case to change from the rate base method to the 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 17. 
Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; pp. 17-18. 

94 

95 
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1 

2 Staffs 

capitalization method to account for STPUC.96 The Commission adopted 

3 Q. WHY IS THE COMMISSION’S ORDER APPROVING THE RATE BASE 

4 METHOD IN 1982 AND THE COMMISSION’S RELIANCE ON THAT 

5 METHOD UNTIL ITS ORDER IN 1995 SIGNIFICANT? 

6 A. It is significant because it demonstrates that including plant under 

7 construction in rate base is an acceptable accounting method and appropriate 

8 under the Arizona Constitution and Arizona Revised Statutes. There is no 

9 accounting or legal impediment to the inclusion of telephone plant under 

10 construction in rate base in Nor is changing the accounting method 

11 

12 

used for the financing cost of TPUC (known as Allowance for Funds Used 

During Construction or “AFUDC”) impermissible. The Commission has 

13 changed it twice in recent times. The remaining question is which of the three 

14 available methods of accounting for AFUDC is preferable. 

15 

16 

17 

Q. WHICH METHOD IS PREFERABLE? 

A. In the last two instances where the Commission changed the method of 

accounting for TPUC, it was not considering the revenue requirement offset 

96 See ACC Docket No. E-1051-93-183, Direct Testimony of Steven C. Carver, page 13, line 10 
through page 14, line 5. 
97 See A.C.C. Docket No. E-1051-93-183, Decision No. 58927 (January 3, 1995) pages 5 and 6. 

On page 20, starting at line 3, in Decision No. 53761 in Arizona Public Service Company’s 
1983 rate case, Docket No. U-1345-82-266 the Commission said: “Arizona is not a ‘prudent 
investment‘ state. Property must be used and useful or under construction to be considered for 
inclusion in rate base.” (emphasis added). 

98 
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1 

2 

3 

4 

method. This method is preferable to the rate base method and the 

capitalization method for several reasons. However, if for no other reason, it 

is preferable because it is the method of the USOA. Because Arizona’s 

regulatory accounting rule adheres to the USOA as amended, it would seem 

5 appropriate to change to the method that the USOA now employs. 

6 

7 

The FCC’s 1995 Report and Order in CC Docket No. 93-50 carefully analyzed 

the three available methods of accounting for TPUC and concluded the 

8 

9 

10 

revenue requirement offset method is preferable. It complies with Generally 

Accepted Accounting Principles for both short-term and long-term 

construction projects. It gives carriers an incentive to invest in new plant 

11 

12 

because both short-and long-term plant under construction and the 

capitalized AFUDC are included in rate base and, as a result, carriers are 

13 

14 

allowed to earn a rate of return on the total investment. Including the amount 

of AFUDC capitalized both in the rate base and in current income has the 

15 

16 

effect of mitigating the increase in revenue requirement that results from 

including all TPUC in the rate base. 

17 

18 OFFSET METHOD? 

Q. WHY DOES MR. CARVER OPPOSE THE REVENUE REQUIREMENT 

19 

20 

A. He argues that “it would be inappropriate to include in rate base any 

expenditures for uncompleted plant because of the inherent mismatch such 
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1 

2 

inclusion would introduce into the ratemaking process.”99 He also argues that 

“the used and useful standard is ‘key’ to the matching concept often applied 

3 

4 

for ratemaking purposes, as discussed earlier, to avoid inherent distortions 

introduced into the revenue requirement formula.”’oo 

5 

6 “INHERENT DISTORTIONS?” 

Q. WHAT DOES MR. CARVER MEAN BY “INHERENT MISMATCH” AND 

7 

8 

A. He does not say. His testimony recites these concepts at several points’” 

but never explains how they apply to accounting for TPUC. However, I 

9 

10 

believe he means that if ratepayers are paying rates that provide for recovery 

of the cost of capital on plant that is not yet providing service because it is 

11 

12 

under construction then a mismatch has occurred. The mismatch, or 

distortion, is one of timing where rates include costs for plant that is not 

13 providing the service for which the rates are paying. 

14 

15 

16 

Q. IS THERE A SUCH A MISMATCH? 

A. It depends on which of the three methods is used. From 1982 until 1995, the 

Commission prescribed the rate base method for STPUC. Under the rate 

17 

18 

base method, it is fair to say there is a mismatch because plant is included in 

rate base that is not yet being used to provide service. The rate base method 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 13. 
loo Docket No. T-010518-03-0454; Direct Testimony of Steven C. Carver; p. 21. 
lo’ In Mr. Carver’s direct testimony the phrase “inherent mismatch” appears on page 13, line 28, 
page 15, line 32 and page 19, line 33. “Inherent distortion” appears on pages 21 line 30. The 
phrase “test year distortions and mismatched components of the ratemaking equation” appears 
on page 28, lines 16-17. 
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was considered acceptable because the STPUC projects were of short 

duration and would soon be providing service so that the mismatch was 

deemed immaterial. If Mr. Carver’s criticisms were aimed at the rate base 

method, I would concede that there is a mismatch. However Qwest is not 

proposing the rate base method. 

Qwest is proposing the revenue requirement offset method. The FCC 

observed that under this method, recognition of AFUDC in current income 

mitigates the increase in revenue requirement resulting from including all 

TPUC in rate base. In other words, for revenue requirement purposes, they 

offset one another, hence the method’s name. 

Mr. Carver never explains the mechanics of the claimed mismatch because 

there is none. Instead, he would have the Commission believe that 

somehow, the FCC’s analysis missed this critical defect. The FCC didn’t 

overlook a mismatch; it understood there was no mismatch. The mismatch 

argument is a red herring. 
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1 Q. MR. CARVER ALSO ARGUES THE FCC’S CONCLUSIONS ARE 

2 INAPPLICABLE TO ARIZONA BECAUSE IN THE FEDERAL 

3 JURISDICTION, THE ADOPTION OF THE REVENUE REQUIREMENT 

4 OFFSET METHOD REDUCED REVENUE REQUIREMENT.102 HOW DO 

5 YOU RESPOND? 

6 A. Apparently, Mr. Carver does not realize that in the period leading up to the 

7 adoption of the revenue requirement offset method, the FCC was using the 

8 rate base method for STPUC. Today, Arizona requires Qwest to use the 

9 capitalization method (other utilities may be using other methods). So, in 

10 Qwest’s case, the conversion to the revenue requirement offset method is 

11 from the capitalization method, not the rate base method. Converting to the 

12 revenue requirement offset method from the rate base method instead of the 

13 capitalization method accounts for the differences in the jurisdictions. 

14 

15 

When the Commission accepted Mr. Carver’s proposal to adopt the 

capitalization method for STPUC in the Company’s 1994 rate case, the 

16 adjustment reduced revenue requirement over $4.84 million’03. Compared to 

17 Qwest’s proposal in this docket the revenue requirement effect of Mr. Carver’s 

18 proposal in the 1994 rate case was 56% larger.Io4 

Docket No. T-01051 B-03-0454; Direct Testimony of Steven C. Carver; p. 21. 

Using Staffs own calculation: “Adoption of the revenue requirement offset method would 

102 

I O 3  $29,282,000 * 9.75% * I  .695. 
104 

increase overall revenue requirement by about $2.7 million (see Staff Schedule E, based on Staff 
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1 Arizona ratepayers enjoyed the benefit of discontinuing the rate base method 

2 

3 

ten years ago,. Interstate ratepayers had not yet enjoyed that benefit when 

the FCC released its order changing from the rate base method to the 

4 revenue requirement offset method. Mr. Carver missed this difference. 

5 

6 OF AFUDC ALTERNATIVES? 

Q. DO YOU AGREE WITH MR. CARVER’S CRITICISMS OF YOUR ANALYSIS 

7 

8 

A. While I agree that the analysis assumed cost rates that are inconsistent with 

the Company’s proposed weighted cost of capital, does not reflect the actual 

9 

10 

AFUDC rates recently employed by Qwest in Arizona, and fails to recognize 

the gross-up for income taxes that result from rate base inclusion, I can think 

11 of no reason why changing these inputs would lead to any different 

12 

13 

conclusion. If changing the inputs made any difference to the conclusion, Mr. 

Carver would have presented that difference; he has the spreadsheet file 

14 from which the analysis was taken. Mr. Carver’s argument is a red herring. 

15 

16 

Mr. Carver all but admits the analysis is correct when he states “His analysis 

only demonstrates the obvious. * * * AFUDC is not and has never been 

17 

18 

19 

intended to compensate the utility for the full return on investment during and 

after construction is complete.” Whether the intent of AFUDC is to fully or 

partially compensate utilities for their cost of capital is a question of policy. 

proposed capital structure and cost rates)” Response of Steven Carver to Qwest Data request 
14-5. $4 .839~  I $ 2 . 6 9 8 ~  = 55.8%. 
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The FCC concluded that the revenue requirement offset method “best 

balances ratepayer and carrier interests.” If that is the Commission’s policy 

goal in Arizona, then the revenue requirement offset method should be 

employed. If, on the other hand, the policy goal is to provide utilities 

something less than their actual cost of capital on TPUC, the capitalization 

method achieves this goal. 

On the assumption that the Commission aims to fairly balance the interest of 

ratepayers and the Company’s investors, I recommend the Commission reject 

Staffs proposed adjustments B-5, Telephone Plant Under Construction 

(TPUC), and C-8, Telephone Plant Under Construction (TPUC) and reject 

RUCO’s proposed Rate Base Adjustment #3 - Construction Work in Progress 

and Operating Adjustment #7 - AFUDC Offset Adjustment. 

Q. MS. DlAZ CORTEZ ARGUES THAT EXHIBlT PEG-D4 TO YOUR DIRECT 

TESTIMONY MERELY DEMONSTRATES THAT THERE IS A TIMING 

DIFFERENCE BETWEEN WHEN RECOVERY BEGINS UNDER THE 

OFFSET METHOD AND UNDER THE CAPITALIZATION METHOD. DO 

YOU AGREE? 

A. No that is not what the exhibit demonstrates. The analysis also shows that 

unlike the rate base method and the revenue requirement offset method, the 

capitalization method does not provide an opportunity for full recovery of the 

costs of construction. 
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1 Q. MS. DlAZ CORTEZ ARGUES THAT YOUR EXHIBIT PEG-D4 ANALYSIS IS 

2 MISLEADING BECAUSE IT ASSUMES THAT NEW RATES ARE SET 

3 ANNUALLY, AND THAT THERE IS NO REGULATORY LAG. DO YOU 

4 AGREE? 

5 

6 

A. The exhibit is not misleading. It does not assume that new rates are set 

annually and it does not assume an absence of regulatory lag. These issues 

7 

8 

are neutral to the analysis because all three methods are treated the same 

with regard to them. Ms. Diaz Cortez made no attempt to demonstrate how 

9 

10 

11 

12 should be rejected. 

regulatory lag would change the outcome. Nor could she. Her argument is a 

red herring. RUCO’s proposed Rate Base Adjustment #3 - Construction 

Work in Progress and Operating Adjustment #7 - AFUDC Offset Adjustment 

13 Property Taxes (RUCO OA#8) 

14 

15 

16 

Q. WHAT DOES RUCO OPERATING ADJUSTMENT #8 PURPORT TO DO? 

A. RUCO’s Operating Adjustment #8-Property Taxes, purports to use a formula 

utilized by the Arizona Department of Revenue (ADR) to Qwest’s that applies 

17 current ADR property tax rates to Qwest’s adjusted test year plant. 

18 Q. DO YOU AGREE WITH THIS ADJUSTMENT? 

19 A. No. It uses the wrong property tax rate and the wrong plant balances. 
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Qwest’s calculation of property taxes as set forth in Adjustment PFN-10 uses 

a rate of 0.133 which is the actual weighted average tax rate Qwest paid 

across all taxing jurisdictions in the state of Arizona in 2003. RUCO used a 

rate of 0.1218. That rate is not the rate Qwest pays but is instead the 

average rate paid by all Arizona taxpayers for all properties both residential 

and commercial in all jurisdictions in Arizona. For purposes of computing 

Qwest’s test year property tax expense, the rate Qwest actually pays is a 

more accurate than the rate RUCO used. 

Qwest’s adjustment PFN-10 uses the actual assessed value as determined 

by the ADR. RUCO used Qwest’s adjusted net book value. Qwest pays 

property taxes based on its actual assessed value, not its adjusted net book 

value. For purposes of computing Qwest’s test year property tax expense, 

the value upon which Qwest actually pays property taxes is more accurate 

than the net book value that RUCO used. 

15 

16 

17 

18 

19 

20 

21 resulting tax expense. 

Q. ARE THERE ANY OTHER PROBLEMS WITH RUCO’S CALCULATION? 

A. Yes. RUCO’s adjustment separates property tax expense incorrectly. 

Property taxes are separated in accordance with Part 36 separations rules. 

RUCO incorrectly calculated the taxes on Qwest’s net book value that had 

been subject to separations. Qwest correctly calculated property taxes on 

assessed value and then applied the appropriate intrastate factor to the 
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1 Finally, RUCO’s proposed adjustment ignores the updates to Qwest’s 

2 property tax expense adjustment PFN-IO. RUCO’s Operating Adjustment #8 

3 should be rejected. 

4 Pension Asset (RUCO RBA#5) 

5 

6 

Q. MS. DlAZ CORTEZ’S DIRECT TESTIMONY CLAIMS THAT A LIABILITY 

PLUG FIGURE APPEARING ON SCHEDULE E OF QWEST’S RULE 103 

7 

8 ASSET IS ALLOWED TO BE INCLUDED IN RATE BASE. I O 5 .  DO YOU 

FILING SHOULD BE INCLUDED IN RATE BASE BEFORE THE PENSION 

9 AGREE? 

10 A. No. This argument is a red herring. Ms. Diaz Cortez relies on Schedule E 

11 prescribed by A.A.C R14-2-103. As Qwest explained in response to RUCO 

12 Data Request 3-023, the Schedule E is an anachronism. It reflects assets 

13 and liabilities computed on an original cost basis and elements of capital 

14 structure computed using market values. These two disparate items must be 

15 reconciled with a plug to the liability account. No weight can be given to 

16 Schedule E for purposes of determining rate base. See Qwest’s response to 

17 RUCO data request 3-23. 

Docket No. T-01051 B-03-0454; Direct Testimony of Marylee Diaz Cortez; p. 11 105 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

i 20 

Arizona Corporation Commission 
Qwest Corporation 
Rebuttal Testimony of Philip E. Grate 
Docket No. T-01051 B-03-0454 
Page 132, December 20,2004 

Q. MS. DlAZ CORTEZ’S DIRECT TESTIMONY ASSERTS THAT QWEST’S 

ARIZONA BALANCE SHEET DOES NOT INCLUDE A PENSION ASSET106). 

DO YOU AGREE? 

A. No. My direct testimony regarding the Company’s Adjustment PFR-05 

explains that the amounts that have been funded for the Pension Asset are 

recorded in USOA Account 141 0. The purpose of the Company’s adjustment 

is to reflect these recorded assets in rate base, as prescribed by Part 65 of 

the FCC’s rules. The Company’s response to RUCO Data Request 3-19 

clearly identifies the accounting methods required under Arizona’s regulatory 

accounting rule to account for this asset. RUCO’s Rate Base Adjustment 

#5-Pension Asset, should be rejected. 

Fair Value Rate Base (StaffA-2 and RUCO) 

Q. WHAT METHOD OF RATE BASE VALUATION MUST BE USED IN 

ARIZONA? 

A. In Arizona, rate base valuation is established using the “fair value” method. 

Q. WHAT IS THE FAIR VALUE METHOD OF RATE BASE VALUATION? 

A. The fair value method of rate base valuation measures the rate base by its 

fair value. In Arizona, fair value is the average of the rate base computed at 

its prudently invested historical cost less accumulated depreciation 

(PIHCLAD) and its replacement cost new less depreciation (RCNLD). 

’06 Docket No. T-01051 B-03-0454; Direct Testimony of Marylee Diaz Cortez; p. 11. 
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1 Q. ARE ARIZONA UTILITIES ENTITLED TO EARN THEIR COST OF CAPITAL 

2 ON THEIR FAIR VALUE RATE BASE INSTEAD OF HISTORICAL COST 

3 RATE BASE? 

4 A. Yes. The Arizona Constitution as interpreted by Arizona case law provides 

5 

6 

that utilities in Arizona are permitted to earn their cost of capital on fair value 

rate base instead of historical cost rate base. 

7 

8 

9 COST METHOD? 

Q. MUST THE COMMISSION USE THE FAIR VALUE METHOD OF VALUING 

RATE BASE INSTEAD OF THE PRUDENTLY INVESTED HISTORICAL 

10 A. Yes. Arizona law requires it. 

I1 

12 

13 

14 

Q. CAN THE COMMISSION CONSIDER FAIR VALUE RATE BASE 

SYNONYMOUS WITH PIHCLAD RATE BASE? 

A. No. They are not the same and the Arizona Supreme Court forbade the 

Commission’s use of PIHCLAD rate base. 

15 Q. MR. BROSCH ARGUES THAT “TO THE EXTENT THE VALUATION OF 

16 

17 

18 

19 

RATE BASE IS INCREASED TO ACCOUNT FOR ESTIMATED FAIR 

VALUE, A CORRESPONDING REDUCTION IN THE REQUIRED RATE OF 

RETURN IS NECESSARY TO RECOGNIZE THAT THE INCOME 

REQUIRED TO MEET INVESTORS’ REQUIREMENTS DOES NOT 
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CHANGE WHEN PROPERTY VALUATION APPROACHES ARE 

CHANGED.”? IS HE CORRECT? 

A. No. This is an indirect but obvious way of skirting Arizona’s requirement. Mr. 

Brosch and Ms. Diaz Cortez both back into a return for fair value rate base by 

first determining what Staff and RUCO believe the company should be 

allowed to earn on a PIHCLAD rate base and having established that amount 

of revenue requirement, calculate the rate of return on a fair value rate base 

necessary to achieve that same revenue requirement. This neutralizes the 

effect of using the fair value rate base and provides Qwest its cost of capital 

on its PIHCLAD rate base, not its fair value rate base. The adjustments to the 

required rate of return that Staff and RUCO use for purpose of computing 

revenue requirement on a fair value rate base must be rejected. 

Accumulated Depreciation - Station Apparatus (RUCO RBAM) 

Q. MS. DlAZ CORTEZ ASSERTS THAT QWEST INCLUDES STATION 

APPARATUS INVESTMENT, BUT DOES NOT INCLUDE THE RELATED 

DEPRECIATION RESERVE. DO YOU AGREE? 

A. No. Ms. Diaz Cortez testifies: 

. . . Qwest has included the Station Apparatus plant account balance of 
$32.899 million in its requested rate base, yet failed to included the 
accumulated depreciation associated with this account. * * * I have 

I O 7  Docket No. T-01051 B-03-0454; Direct Testimony of Michael Brosch, p. 54. 
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1 
2 

decreased rate base by $12.363 million to include the accumulated 
depreciation balance for the Station Account.’08 

3 Ms. Diaz Cortez’s assertion is incorrect. Station Apparatus accumulated 

4 depreciation balances were included in developing Qwest’s rate base. 

5 Q. CAN YOU DEMONSTRATE THAT QWEST INCLUDED THE BALANCE OF 

6 ACCUMULATED DEPRECIATION ON STATION APPARATUS IN 

7 QWEST’S CALCULATION OF RATE BASE? 

8 A. Yes. The end-of-period balance of total Arizona accumulated depreciation 

9 (prior to interstatehtrastate separations) that Qwest used to calculate the 

10 rate base is set forth on the following schedule: 

11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Depn Res 
Account Descri D tion 
31 21 
31 22 Central Office 
31 23 
31 24 Outside Plant 
341 0 Capital Leases 
3420 Leasehold Improvement 
3500 I n tanqi bles 
Total Depn & Amort Reserve 

Veh, Tools,Bldg & Equip 

Term & Public Tel 

($OOO’S) 
Amount 

$ 219,320 
1,774,419 

58,893 
1,923,672 

4,111 
27,593 
51,940 

$4,059,949 

21 The above Depreciation and Amortization Reserve total was provided in the 

22 response to UTI 001-01 in the spreadsheet titled, “azl203.xls”, Tab “Interface 

~ 

23 - 1990 Financials”, Column C, Line 51. Supplemental updates to UTI 001-01 

l 24 and the source spreadsheet do not affect total Depreciation and Amortization 

25 Reserve amounts. The end-of-test-year balance of Account 31 23 Total 

Docket Nos. T-010518-03-0454, Direct Testimony of Marylee Diaz Cortez, p. 10, 11. 9 - 17. 108 
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1 Terminal and Public Telephone is further broken down into the following 

2 components: 

Depn Res ($OOO’S) 
Account Description Amount 
3123.1 Station Apparatus $ 12,363 
31 23.5 Public Tel 11,505 
3523.6 Other Term Equip 35,025 
Total Acct 31 23 $ 58,893 

9 Q. CAN YOU SUMMARIZE THE PRECEDING ACCUMULATED 

10 DEPRECIATION RECONCILIATION TABLES? 

11 A. The tables demonstrate that Qwest includes the proper Station Apparatus 

12 

13 base. RUCO Rate Base Adjustment #4 should be rejected. 

investment and reserve components in the calculation of its Arizona rate 

14 FUTURE REPORTING REQUIREMENTS 

15 

16 

17 

18 

19 ADJUSTMENTS.‘” DO YOU AGREE? 

20 

21 

22 

Q. MR. BROSCH SUGGESTS THAT QWEST SHOULD BE REQUIRED TO 

PREPARE AND SUBMIT ANNUALLY DETAILED FINANCIAL 

INFORMATION INDICATING ITS ACHIEVED OPERATING INCOME, RATE 

BASE AND RETURN ON INVESTMENT INCLUDING RATEMAKING 

A. No. Mr. Brosch argues intrastate revenue requirement data will continue to 

be useful in the future for Commission reviews and modifications of Price Cap 

Plan regulation in Arizona. He suggests that Qwest provide annual reports of 

‘ 09  Docket No. T-01051 B-03-0454; Direct Testimony of Michael Brosch, p. 6. 
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1 earnings and revenue requirement data for each calendar year. However, he 

2 fails to explain why Qwest should be obligated to make annual filings if no 

3 review or modification of the price cap plan is pending. 

4 Q. WHAT DOES MR. BROSCH SUGGEST HIS PROPOSED FILINGS 

5 SHOULD PRESENT? 

6 A. He suggests that Qwest be obliged to provide detailed test period intrastate 

7 earnings and rate base results prepared on a basis of accounting consistent 

8 with ratemaking principles established by the Commission, inclusive of a 

9 variety of ratemaking adjustments he and Mr. Carver have proposed 

10 including: 

11 Imputation of $72 million of directory revenues 
12 . Calculation of Depreciation expenseheserves at ACC approved rates 
13 . Accrual basis accounting for OPEBs (per Carver testimony) 
14 . Fixed cash working capital amount (per Brosch testimony) 
15 . SOP 98-01 accounting for software (per Carver testimony) 
16 . Pension asset in rate base (per Carver testimony) 
17 . FCC Nonreguated Services revenue imputation (per Carver testimony)’1° 

18 Q. WHY DO YOU DISAGREE WITH MR. BROSCH’S PROPOSAL? 

19 A. I disagree for several reasons. First, preparing a detailed revenue 

20 requirement is burdensome and expensive. When Qwest was obliged to 

21 prepare a detailed revenue requirement calculation for this docket, I found it 

22 necessary to engage the services of a former employee to assist me because 

/bid. 
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1 my department no longer maintains the resources necessary to regularly 

2 prepare detailed revenue requirements. 

3 

4 

In Qwest’s territory, telephone rate cases are now rare. The last time Qwest 

prepared a detailed revenue requirement for a regulatory commission was 

5 

6 since that case. 

Qwest’s 1999 rate case in Arizona. There have been no Qwest rate cases 

7 

8 

Second, given the financial cost involved, Qwest should not be yoked with the 

burden of preparing a revenue requirement unless there is a compelling need 

9 

10 

for one. Annual informational reporting for the convenience and edification of 

Staff does not rise to that level of need. 

11 

12 

Third, if Staff wished to calculate the adjustments that it would include in a 

revenue requirement calculation, nothing prevents its. Qwest routinely 

13 

14 

provides its unadjusted separated results of operations to regulatory 

commission staffs. Staff can use Qwest’s standard reports to make its own 

15 revenue requirement calculations if it so chooses. 

16 

17 

18 

19 

20 requirements. 

Fourth, Mr. Brosch’s proposal runs directly counter to the direction regulatory 

reporting requirements are headed. I receive regular reports of reductions in 

reporting requirements. Recently Oregon and Utah (both states with price 

cap forms of regulation) eliminated the bulk of Qwest’s financial reporting 
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1 Finally, Qwest should not be saddled with new additional reporting 

2 requirements when its competitors in Arizona are not also made to bear those 

3 same burdens. The Commission should not give Qwest‘s competitors a 

4 competitive advantage by making Qwest bear the cost of new administrative 

5 burdens that its competitors are not also made to bear. 

6 MINISTERIAL MATTERS 

7 Revenue Requirement Update 

8 Q. HAS QWEST UPDATED ITS CALCULATION OF REVENUE 

9 REQUIERMENT SINCE YOUR DIRECT TESTIMONY WAS FILED? 

10 A. Yes. The Company updated its calculation of revenue requirement to reflect 

11 information revealed in discovery and the pre-filed direct testimony of the 

12 witnesses. The following Qwest Corporation Exhibits set forth Qwest’s 

13 current revenue requirement calculation: 

14 
15 
16 
17 
18 

PEG-R1 is the “rolldown” of Qwest‘s revenue requirement calculation. It 
shows the financial effect of each of the 29 adjustments Qwest is 
now proposing. It reports a $271.258 million revenue requirement 
on a rate base valued using the prudently invested historical cost 
less depreciation (original cost) method. 

19 
20 

PEG-R2 is Qwest’s “detail of adjustments.” It shows the financial 
components of each of the 29 adjustments Qwest is now proposing. 

21 
22 
23 
24 
25 

PEG-R3 is a summary of Qwest‘s revenue requirement revisions. It shows 
the progression of Qwest’s development of its current revenue 
requirement calculation since the May 20, 2004 filing of my direct 
testimony. In the lower left hand corner is data entitled “column 
sources” that identifies the vehicle by which Qwest made its revised 
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revenue requirement calculations available to the parties. The 
“rebuttal revisions” are explained in my testimony under the 
subheading “Method of Pro Forma Depreciation Rate Adjustment 
(Staff C-22).” 

PEG-R4 provides the rate base and NO1 detail of the revisions reported on 
PEG-R3. 

PEG-RS is a copy of Qwest’s second supplemental response to Staffs data 
request UTI 7-2. It contains a recitation of the changes Qwest made 
to its revenue requirement calculation and explanations of the 
reasons for making them. 

PEG-R6 is revised schedules A-I B-I,  B2P1 B3, B4A, to Qwest‘s filing 
under A.A.C. R14-2-103 and a summary schedule showing the 
effect of replacing vintage group (VG) depreciation procedure with 
the equal life group (ELG) depreciation procedure for purposes of 
calculating Qwest’s Replacement Cost New Less Depreciation rate 
base and the effect of the other revisions to Qwest‘s revenue 
requirement calculation as set forth in Exhibits PEG-R2, PEG-R3, 
PEG-R4 and PEG-R5. Ms. Heller Hughes rebuttal testimony 
explains the reasons for changing to the ELG depreciation 
procedure. Schedule A-I , Line I O ,  Column A reports Qwest’s 
$271.258 million revenue requirement on its original cost rate base. 
Schedule A-I , Line I O ,  Column B reports Qwest’s $351.665 million 
revenue requirement on its Fair Value rate base 

Un-rebutted Adjustments 

Q. IN YOUR INTRODUCTION, YOU MENTIONED THAT YOU DID NOT 

PREPARE REBUTTAL TESTIMONY ON EVERY REVENUE 

REQUIREMENT ISSUE IN THIS CASE. ON WHAT ISSUES DID YOU NOT 

PREPARE REBUTTAL? 

A. I did not preparing rebuttal on the following subjects and proposed 

adjustments: 

. Voice Messaging (Staff B-9, C-24); 
FCC Deregulated Services - Separations Adjustments (Staff B-I 0, C-20); 
Cash Working Capital (Staff 6-2; RUCO RBA#8); 
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1 . Qwest Wireless Excessive Prices (Staff C-I 0); 
2 . Auditing and D&O Insurance (Staff C-I 2); 
3 1 Public Affairs Costs (Staff C-14); 
4 . Qwest Service Corporation Cost Exclusion (Staff C-I 5); 
5 1 Interest Synchronization (Staff C-21) 
6 Income Tax Expense (RUCO OA#lO) 

7 The fact that I did not prepare rebuttal testimony to specifically rebut 

8 testimony on these subjects and the related proposed adjustments does not 

9 necessarily mean that I agree with the arguments made or the results of the 

10 adjustments. However, my testimony does not attempt to address every 

11 potentially contestable ratemaking issue. 

I 2 Duplicative Adjustments 

13 Q. ARE THERE SEVERAL ADJUSTMENTS PROPOSED BY STAFF AND 

14 RUCO THAT ARE NOT NECESSARY BECAUSE THEY ARE ALREADY 

15 INCLUDED IN QWEST’S REVISED REVENUE CALCULATION? 

16 A. Yes. The following schedule identifies the adjustments that are not necessary 

17 and the Qwest adjustment that serves the same intended purpose of the Staff 

18 or RUCO proposed adjustment: 
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RUCO Rate Base 
Adjustment #6 

Qwest 

P FA-03 

Out of Period PFN-01 

Out of Period RUCO Operating 
Adjustment #I 

RUCO n-4- 

PFN-01 

Allocation Factor 
UDdates 

Planning for 
RUCO Operating Enhanced PFN-12 
Adjustment #3 

PFA-03 

PFN-06 

PFA-02 Adjustment #5 

Staff C-22 

Staff B-I 

Depreciation PFA-02; 
PFN-I 1 Annualization - 

Reserve 

Updates and I Various Corrections 

Staff C-1 Various Updates and 
Corrections 

Staff C-13 

1 

2 

3 A. Yes. 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

Discovery 
Reference 

us1 I - S I  

UTI 14-001 
~ 

RUCO 3-10 

UTI 1 -SI ; UTI 
3-36; UTI 4-31 ; 
UTI 4-32; UTI 

4-33; UTI 7-02; 
UTI 8-01 

UTI I -S I  

UTI I - S I  

UTI I -S I  

UTI I -S I  

UTI I -S I  ; UTI 
2-1 3 
UTI I -SI ;  UTI 
2-06; UTI 7-02, 
et al. 
UTI I -SI ;  UTI 
8-44; UTI 8-46 

UTI I -S I  
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INDEX OF EXHIBITS 

DESCRl PTl ON 

Qwest‘s revenue requirement “rolldown” 
~ _ _ _ _  

Qwest’s detail of adjustments 

Summary of Qwest‘s revenue requirement revisions 

Detail of Qwest’s revenue requirement revisions 

Qwest’s second supplemental response to data request UTI 7-002 

Revised schedules A-I, B-I, B2P1, B3, B4A, to Qwest’s Rule 103 
filing and a summary schedule showing the effect of replacing VG 
with ELG depreciation procedure 

Description of Philip E. Grate’s review and analysis of the 
Company’s history regarding accounting method changes in Arizona 

E-mails between Steven C. Carver and Philip E. Grate regarding 
Qwet’s OPEBs accounting procedures 

Corrected calculation of Staffs proposed Adjustment C-I 6, Year- 
end Wage and Salary Annualization 

Comparison of intrastate operating expenses to equivalent 
employees during a 36 month regression period from January 1, 
2001 to December 31,2003 

Qwest’s response to RUCO’s data request 4-1 

Affidavit of Felicity O’Herron, Qwest’s Compensation and Benefits 
Director 

Affidavit of Linda Nielander, Qwest‘s Director of Marketing 

Depiction of a hypothetical assignment of COE Circuit Equipment to 
Categories and Jurisdictions 

Corrected calculation of Staffs proposed Adjustment C-I 9, FCC 
Deregulated Services - Revenue Imputation 

Staffs response to Set 10 of Qwest’s data requests 

EXHIBIT 
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PEG-R1 

PEG-R2 

PEG-R3 

PEG-R4 

PEG-R5 

PEG-R6 

PEG-R7 

PEG-R8 

PEG-R9 

PEG-R10 

PEG-R11 

PEG-R12 

PEG-R13 

PEG-R14 

PEG-R15 

PEG-R16 
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Arizona 
T-01051B-03-0454 and T-00000D-00-0672 
UTI 07-00262 

INTERVENOR: Utilitech, InC. 

REQUEST NO: 002S2 

Ref. Owest resDonses to UTI 4-31 Please state when Qwest intends to submit 
the llsupplemental rule 103 filingv1 that is referenced in this response and 
describe each known change to be included in such filing. To the extent any 
of the planned changes are presently quantified, please provide advance 
documentation supportive of same. 

RESPONSE : 

See Qwestls response to UTI 01-001 and all supplements thereto. Attachment A 
to this response lists those issues that have been identified subsequent to 
the filing of the Company's test year on May 20, 2004 along with their 
individual impacts on the Company's revenue requirement, 

Respondent: Phil Grate, Staff Director - State Finance 
Mike Hudson 

D 10/28/2004: 

Please see non-confidential Attachment A for an update of the impacts on the 
Company's revenue requirement for those issues that have been identified 
subsequent to the filing of the Companyla test year on May 20, 2004. 

Table 1 is a summary showing the revenue requirement in Qwestls May 20, 2004 
Rule 103 filing, Qwestls June 18, 2004 update to the revenue requirement and 
the revenue requirement as currently calculated. 

Table 2 is a schedule of the changes to the revenue requirement reflected in 
Table 1. The columns in Table 2 Drovide the followins: 

1. 
2. 

3. 

4. 
5. 

6. 

7. 

8 .  

9. 

Column A provides reference line numbers within Table 2. 
Column B identifies the adjustment number in Qwest's Rule 103 filing 
to which a change relates or provides a new adjustment number for new 
adjustments not previously included in Qwest's Rule 103 filing. 
Column C provides descriptive information either identifying the 
adjustment name or indicating calculations internal to Table 2 .  . 
Column D shows the data request(s) that address the change. 
The column entitled llPurposetl provides a narrative description of the 
change. 
Column E provides the original or llold'l revenue requirement previously 
provided in Qwestls May 20, 2004 Rule 103 filing. 
Column F provides the revenue requirement for the revised or new 
adjustment using the revenue multiplier (1.687627) from Qwest's May 
20, 2004 Rule 103 filing. 
Column G provides the revenue requirement for the revised or new 
adjustment using the new revenue multiplier (1.695858) identified in 
UTI 15-18 and whose application in UTI 7-2S1 was advised in UTI 18-10. 
Column H identifies the incremental change in revenue requirement for 
each new or revised adjustment (Column G less Column E). 

Please also see the response in UTI l-1S1 which provides the backup files for 
the updated or new adjustments identified in Table 2. 

Respondent: Kevin MacWilliams, Qwest Manager 
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DATED 11/-: 

Please see Non-Confidential Attachment A, Table 3, for an update of the 
impacts on the Companyls revenue requirement for revisions that have been 
identified subsequent to the filing of UTI 7-2S1 Attachment A. Please also 
see the response to UTI 1-152 for the underlying files supporting these 
revisions. 

The revisions include: 

1. PFN-01 Out of Period Revenue and Expense: Revised to exclude 
the out-of-period portion of the Wireless B&C issue. This amount 
is now recognized in PFN-17. This revision will eliminate any 
confusion regarding a double count. 

2. PFN-03 Operating Income Annualization: Revises the treatment of 
an out-of-period in year 2002 data for account 5060.121. This 
revises the regression for account 5060.121 and revises the total 
PFN-03 adjustment. 

3 .  PFN-14 Separations Factors: Three revisions have been made to 
PFN-14. These include: 

1. In the tab named IlOriginal Factors & Adjusted" the 
calculation of the revised factors has been corrected to 
reflect the fact that total FCC Deregulated amounts added 
back to derive Regulated Intrastate does not change and is 
unaffected by PFN-12 Itplanning for Enhanced Servicestt. 
PFN-12 affects only Regulated Intrastate. 

consideration the test year adjustments that are not based 
on separation factors [i.e. direct or 100% intrastate 
assignments, intrastate booked amounts that are being 
subtracted from the test year (SOP-981, and amounts relating 
to changes in Separations factors already included in PFN-12 
and PFN-17.1. Much like PFN-15, the adjustment workpapers 
have been modified to show the determination of which test 
year adjustment are included or excluded. 

3. This adjustment has been revised to include the effects from 
all other revisions indicated in UTI 7-252 Attachment A. 

2. This adjustment has been revised to exclude from 

4. PFN-15 Effective Income Taxes: This revision excludes the 
effects of PFN-17 Separations Changes from the effective income 
tax adjustment. Also, included are the effects from all other 
revisions indicated in UTI 7-282 Attachment A. 

5. PFN-17 Separations Changes: This adjustment was revised to  
recognize all Separations changes including the Wireless B&C issue 
no longer recognized in PFN-01. 

6. PPR-03 Interest Synchronization: This revision includes the 
effects from all other revisions indicated in UTI 7-282 Attachment 
A. 

Respondent: Kevi-n MacWilliams 
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Effects on Fair Value (Note I): 

Sched 8-4 

Total State 
1 Total Plant in Service 

A B C=DIB D 
Reproduction 

Original Reproduction Condition Cost New Less 
Cost Cost New Percent Depreciation 

REVISED for ELG 6,736,354 8,321,020 44.63% 3,713,340 
FILED 6,736,354 8,321,020 56.15% 4,672,478 
Difference -1 1.53% (959,138)INote 2 

Arizona Intrastate Operations 
47 REVISED Factor 72 03% 72 03% 
48 Intrastate Plant in Service (L27 x L29) REVISED Intra 4,852,196 5,993,631 2,674,719 

47 Intrastate Ratio FILED 72.20% 72.20% 
48 Intrastate Plant in Service (L27 x L29) FILED 4,863,469 6,007,556 

72.20% 
3,373,405 

Intrastate Ratio Diff (Factor & ELG) -0.17% -0.1 7% -0.1 7% 
Intrastate Plant in Service (L27 x L29) Diff (Factor & ELG) (1 1,274) (13,926) [-Note 3 

Schedule A - I  June Filing Revised 
Fair Value Fair Value 

1 Adjusted Rate Base (a) 2,386,363 2,140,896 

2 Adjusted Net Operating Income (b) i5JJ54) 31,985 

3 Current Rate of Return 

4 Required Operating Income 

5 Required Rate of Return (c) 

(L.2lL.l) 

(L.l *L5) 

6 Operating Income Deficiency 

7 Gross Revenue Conversion Factor (d) 
(L.4-L.2) 

8 Increase in Gross Revenue Requirements 
(L.6*L7) 

-0.21 % 1.49% 

266,795 239,352 

11.18% 11.18% 

271,849 207,367 

458,780 351,665 

9 Surcharge $ - $  

10 Total Increase in Revenue Requirement $458,780 $351,665 

Note 1: The Followinq Chanqes Were Made in Recalculatina Fair Value: 
RCNLD uses ELG rather than VG (Sched B-4). 
Update Intra Factor on 8-4 to the Novemeber filing UTI 1-1S2. 
Correct FV to include the adjustment for TPUC on sched B-1 
Update Intra Test Year adjustments to the Novemeber filing UTI I - IS2  on Sched B2P1. 
Update adjusted NO1 on Sched A-I  to November filing UTI 1-1S2. 
Update Revenue Mulltiplier on Sched A- I  to the revised multiplier in UTI 15-18. 

Note 2: Total State RCNLD Change 
Note 3: Intrastate RCNLD Change 
Note 4: Intrastate Revenue Requirement Change 

Difference 

(245 468) 

37,039 

171% 

(27,443) 

0.00% 

(64 482) 

(107 115) 

$ 

1 ($f07,115)1Note 4 
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QWEST CORPORATION Arizona Corporation Commission 
ARIZONA INTRASTATE OPERATIONS Arizona Regulation R14-2-103 
Test Year Ending December 31,2003 
$(OOO) Schedule A-I 

Title: Computation of Increase in Gross Revenue Requirements 

1 Adjusted Rate Base (a) 

2 Adjusted Net Operating Income (b) 

3 Current Rate of Return 

4 Required Operating Income 

5 Required Rate of Return (c) 

6 Operating Income Deficiency 

7 Gross Revenue Conversion Factor (d) 

(L.2/L.1) 

(L.l *L5) 

(L.4-L.2) 

8 Increase in Gross Revenue Requirements 
(L.6*L7) 

9 Surcharge 

10 Total increase in Revenue Requirement 
(L8+L9) 

Customer Classification 

11 Access Services 

12 Private Line Transoort Services Tariff 

Date. Dec 07,2004 

A B 

Test Year Ending December 31,2003 

Original Cost Fair Value 

1,716,797 2,140,896 

31,985 

1.86% 149% 

191,938 239,352 

11.18% 11 18% 

159,953 207,367 

271,258 351,665 

$271,258 $351,665 

Projected Revenue Percent 
Increase due to Rates Increase 

46 

748 

0.06% 

2.29% 

13 Competitive Exchange & Network Svcs Tariff 9,807 4.98% 

14 Advanced Communications Services 0.00% 

15 Exchange & Network Services Tariff (3,283) -0.51 % 

16 Exchange & Network Services Catalog 0.00% 

17 Total Gross Revenues 
(Lines 11-16) 

7,318 0.00% 

Supporting Schedules: 
(a) B-I 

Recap Schedules: 
None 

xhibit PEG-R1 

venue multiplier as provided in UTI 15-18, 18-10 & I - IS1 
(e) H-I 



QWEST CORPORATION 
ARIZONA INTRASTATE OPERATIONS 
Test Year Ending December 31,2003 
$(OOO) 

1 Plant in Service 
2 Less - Depreciation Reserve 
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Arizona Corporation Commission 

Schedule B-1 
Title: Summary of Original Cost and Fair Value 
Rate Base Elements 

Date: Dec 07.2004 

A B 
Test Year Ending December 31,2003 
Original Fair 

Cost Rate Value Rate 
Base* (a) Base* (b) 

4,879,674 
2,932,512 

5,441,024 
3,069,763 

3 Net Plant in Service 1,947,162 2,371,261 

4 Short Term Plant Under Construction 
5 Materials and Supplies 
6 Allowance for Cash Working Capital 
7 Deferred Income Taxes 
8 Customer Deposits 
9 Land Development Agreement Deposits 

10 Other Assets and Liabilities 

11 Total Rate Base 
(L.3 thru 6 less 7 thru 9) 

20,981 
5,028 5,028 

(52,173) (52,173) 
295,992 295,992 

3,292 3,292 
2,019 2,019 

97,102 97,102 

1,716,797 2,140,896 

* Including Ratemaking, Accounting, and Normalizing Adjustments 

Supporting Schedules: 
(a) 8-2 P I  
(b) 8-3 

Recap Schedule: 
A-I 

4 corrected to include adjustment in column B. [Staff/UTI Schedule A-2 footnote (a)]. 



QWEST CORPORATION 
ARIZONA INTRASTATE OPERATIONS 
Test Year Ending December 31,2003 
$(OOO) 

1 Telephone Plant In Service 

2 Short-Term Plant Under Construction 

3 Materials and Supplies 

4 Allowance for Cash Working Capital 

5 Accumulated Depr & Amort Reserve 

6 Accumulated Deferred Income Tax 

7 Customer Deposits 
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Arizona Corporation Commission 

Schedule 8-2. Page 1 of 4 
Title: Original Cost Rate Base 

As Adjusted 

Date. Dec 07,2004 

(A) (6) (C) (D) [E]=Sum(A:D) 

Intrastate End of Accounting Adjustment Ratemaking Adjustment Summary Intrastate Adjusted End of 
Penod Rate Base Summary Total Summary Total Total Penod Rate Base 

Normalizing 

4,863.469 25,239 

21,023 

(9.034) 4,879,674 

(431 20,981 

18,393 ( I  3,3553 5,028 

(52 .13 )  (52.1'133 

3,023,100 (gl.520) 933 2,932,512 

2 0 7,2 2 2 91,584 fz a i4)  

2,408 891 (7) 

295,992 

3,292 

8 Land Development Agreement Deposits 2,023 (41 2,019 

9 Other Assets & Liabilities 

10 End-of-Period Rate Base 
(L1 +L2+L3+L4-L5-L€-L7-L8+L9) 

97,377 ( 2 i 5 j  97,102 

1,647,109 46,199 44,313 (20,824) 1,716,797 

Source 
'Testyear Summary" 



QWEST CORPORATION 
ARIZONA INTRASTATE OPERATIONS 
Test Year Ending December 31, 2003 
$(OOO) 

Fair Value 

1 Plant in Service 
2 Less - Depreciation Reserve 

3 Net Plant in Service (Note 1) 

4 Short Term Plant Under Construction 
5 Materials and Supplies 
6 Allowance for Cash Working Capital 
7 Deferred Income Taxes 
8 Customer Deposits 
9 Land Development Agreement Deposits 

10 Other Assets and Liabilities 

11 Total Rate Base 
(L.3 thru 6 less 7 thru 9 plus IO) 
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Arizona Corporation Commission 

Schedule B-3 
Title: Fair Value Rate Base As Adjusted 

Date: Dec 07,2004 

A B C = A + B  

Fair Value 
Rate Base Adjustments As Adjusted 

Fair Value Rate Base 

(a) (b) (c) 

5,422,913 18,111 5,441,024 
3,171,006 (101,243) 3,069,763 

2,251,907 1 19,354 2,371,261 

21,023 21,023 
18,393 (13,365) 5,028 

(52,173) (52,173) 
207,222 88,770 295,992 

2,408 884 3,292 
2,023 (4) 2,019 

97.102 97.102 

2.058.647 82.291 2.140.938 

Note: The fair value of the adjustments in Column B is assumed to equal to their 
original cost for purpose of this Schedule. 

Supporting Schedules: B2, P I  ; B4 

Note 1 : RCND Net Plant in Service 

12 100% RCND (a) 

13 Original Cost Net (b) 

14 Fair Value Net Plant in Service 
(L. 12 + L13) 

Supporting Schedule: 
(a) 8-4 
(b) B-2 

A B C = A * B  

2,674,719 50% 1,337,359 

1,840,369 50% 920,185 

2,257,544 

Recap Schedule: 
(c) B-I 

Notes: 
Ln 1A - From Sched B-4, L 3(D) 
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OWESTCORPORATlON 
ARIZONA INTRASTATE OPERATIONS 
Test Year Ending December 31,2003 
XOOO) 

DescriDtion 

Arizona Corporation commission 

Schedule 8-4 
Title: RCND by Malor Plant Accounts 

Date: Dec 07,2MM 

- Includes Embedded, FCC Deregulated 8 Other Plant - 

A B C=OIB D 
Reprodudion 

Original Reprodudion Condition Cost New Less 

TOTAL STATE 
1 21 11 - Land 
2 2112 - Motorvehicles 
3 2114 -Special Purpose Vehicles 
4 2115. Garage Work Equipment 
5 2116-OthetWo~Equipment 
6 2121 -Buildings 
7 2122 - Furniture 
8 2123 - ORice Equipment 
9 2123 - Company Communication Equipment 

10 2124 -General Purpose Computets 
11 2211 -Analog Switching 
12 2212 - Digitai SMching 
13 2220 -Operator Systems 
14 2231 -Radio Systems 
15 2232 - Circuit DDS 
16 2232 - Circurl Digital 
17 2232 - Circut Analog 
18 231 1 - Station Apparatus 
19 2321 - Customer Premises Wiring 

21 2351 - Public Telephone Terminal Equipmeni 
22 2362 - OtharTerminal Equipment 
23 241 1 . Pales 
24 2421 -Aerial Cable - Metallic 
25 2421 -Aerial Cable - Non-Metallic 
26 2422 -Underground Cable - Metallic 
27 2422. Underground Cable - Nan-Metallic 
28 2423 - Buried Cable - Metallic 
29 2423 - Buried Cable - Non-Metallic 
30 2424 - Submarine Cable - Metallic 
31 2424 -Submarine Cable - Nan-Metallic 
32 2426 - lntrabuilding Cable - Metallic 
33 2426. lntrabuilding Cable - Nan-Metallic 
34 2431 -Aerial Cable 
35 2441 .Conduit 
36 2681 . Capita! Leases - Buildings 
37 2681 - Capital Leases - Vehicles 
38 2681 - Capital Leases - Computen 
39 2661 - Capital Leases - SoRware 
40 2681 -Capital Leases - Other 
41 2682. Leaseholds - Buildings 
42 2682 - Leaseholds - Computers 
43 2690 -Intangibles - Software 
44 2690 - lntamibles - SDedrum Rmhts 

20 2341 -Large PBX 

Cost Cost New Percent Depreciation 
- lncl Offbmk . ~ ~ -~~ 

12,813 
71,269 

26 
1,519 

38.319 
238,452 

1,897 
5,913 
2,429 

96,514 

1 ,1€22,37g 
2,534 

32,037 
1,757,337 

32,899 

21,555 
61,166 
52,723 

198,351 
9,464 

398,394 
183,141 

1,645,740 
23,709 

3 

46,456 
1.057 

10,998 
451,409 

16 

4,432 
685 

32,889 

106.880 
29 

12,813 
74,251 

33 
1,621 

40,359 
432.300 

1,897 
6,123 
2,566 

18,005 

914,690 
2,902 

36,886 
5,401 

1,690,084 
39,638 
32,899 

21,555 
59,208 

199,908 
348,764 
10.757 

679,519 
198,445 

2,178,731 
26,229 

5 

80,436 
1,184 

15.986 
878,335 

16 

4,432 
685 

32,741 

270,377 
29 

100 00% 
41 31% 
27.41% 
64.83% 
59.30% 
59.83% 
60.66% 
19 89% 

26.61% 

50 96% 
31.01% 
27.76% 
34.15% 
51.67% 
18.74% 
62.43% 
0.00% 

40 81% 
58.18% 
63.93% 
22.77% 
56.78% 
17.94% 
50.47% 
31 .lo% 
48.37% 
2.27% 

22.51% 
57.96% 
39 95% 
56 43% 

100.00% 

100.00% 
100.00% 
100.00% 

100.00% 
100.00% 

12,813 
30,672 

9 
1,182 

23,932 
258,624 

1,151 
1,218 

4,792 

466,127 
900 

10,238 
1,844 

873,256 
7,427 

20,538 

8,7196 
34,446 

127,810 
79,423 
6,108 

121.890 
100.656 
6 7 7,6 g 1 

12,687 

18,107 
686 

6.387 
495,649 

16 

4,432 
685 

32.741 

270,377 
29 - .  

45 Total Plant In SeNiCe 6,736,354 8,321,020 44.63% 3,713,340 
(L 1 thru 44) 

46 Reprodudion Cost New Fadar 1.235 
(Original Cost Plant I RCN Plant) 

Anmna Intrastate ODeratlans 
47 72 03% 72 03% 
48 Intrastate Plant in S ~ N I C ~  (L27 x L29) 4852196 5993631 2 674 719 

Supporting Schedule Recap Schedule 
(a) E 6  6-3 

Exhibits of Nancy Heller-Hughes 
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Following a conversation between Utilitech and Mr. Grate, Utilitech issued data requests 

UTI 3-04 (regarding the adoption of FAS 106) and UTI 4-01 (regarding the adoption of 

SOP 98-1). The conversation and data requests brought to light an issue that Qwest 

had not fully considered when it made its Rule 103 filing in this docket. Specifically, 

Qwest had not fully considered the process in Arizona by which a change in accounting 

method is adopted for regulatory accounting purposes in Arizona. 

The Commission's rule regarding regulatory accounting for telephone companies, Rule 

R14-2-510 G, was adopted effective March 2, 1982 (Supp. 82-2), amended effective 

December 31, 1998, under an exemption as determined by the Arizona Corporation 

Commission (Supp. 98-4) and amended to correct subsection numbering (Supp. 99-4). 

In pertinent part, the rule provides: 

Accounts and records 

1. Each utility shall keep general and auxiliary accounting records reflecting the 
cost of its properties, operating income and expense, assets and liabilities, and 
all other accounting and statistical data necessary to give complete and 
authentic information as to its properties and operations. 

2. Each utility shall maintain its books and records in conformity with the Uniform 
Systems of Accounts [(USOA)]for Class A, 6, C and D Telephone Utilities as 
adopted and amended by the Federal Communications Commission or, 
for telephone cooperatives, as promulgated by the Rural Electrification 
Administration. (emphasis added) 

In Docket No. T-I 051 6-99-1 05 (Qwest's last rate case), Staff witness Steven C. Carver 

testified that the Company had "previously sought regulatory approval and ratemaking 

treatment" for the following accounting method changes: 
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Capital to expense shifts resulting from the adoption of the "new" uniform system 
of the accounts prescribed by the FCC (i.e., Part 32); 
Change in accounting from the cash method to the accrual method of accounting 
for the compensated absences, merit awards and medicaVdental expenses; 
Increase in the capitalization rules from $200 to $500, allowing the expensing of 
qualifying "small value" assets; 
Increase in the capitalization rules from $500 to $2,000, allowing the expensing 
of qualifying "small value" assets; 
Adoption of the FAS87 accrual method of accounting for pension costs; and 
Adoption of the FASI 06, which implemented a change from cash to accrual 
method of accounting for post-retirement benefits other than pensions. 

Direct Testimony of Steven C. Carver, Docket No. T-I 051 B-99-105, pages 64 and 
65. 

Qwest's review of Commission's orders issued in the Company's rate cases shows that 

Mr. Carver's contention that the Company sought and received regulatory approval and 

explicit ratemaking treatment for all of these accounting method changes was incorrect. 

Qwest reviewed the following Commission decisions issued since March 2, 1982 (the 

date of adoption of Rule R14-2-510 G in the Company's rate cases: 

Decision Date Docket 

53849 22 Dec. 1983 E-I 051 -83-035 
53939 01 Mar. 1984 E-I 051-83-286 
54843 10 Jan. 1986 E-I 051-84-1 00 
56471 17 May. 1989 E-1051-88-146 

58927 03 Jan. 1995 E-I 051 -93-1 83 
57462 15 JuI. 1991 E-1051-91-004 

Of the six Decisions reviewed, Qwest found no mention whatsoever of changes in 

accounting method in the first four, Decisions No. 53849, 53939, 54843, or 56471. 
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In the fifth case, Docket No. E-I 051 -91 -004, Staff and the Company entered into a 

Settlement Agreement that stipulated the revenue requirement. The Commission 

incorporated the Settlement Agreement into its order and conditioned its order on the 

Settlement Agreement. Decision No. 57462, p. IO, line 18. As set forth in part "t" of 

Finding of Fact 15 in Decision No. 57462, the Settlement Agreement provided: 

It is the intention of U S WEST and the Staff that the Commission state, in its 
order approving Settlement, that it has chosen not to adopt SFAS 106 (post- 
retirement medical benefits) for ratemaking purposes at this time, but that the 
Commission will consider the issue if it is raised in the Company's next general 
rate proceeding. [Decision No. 57462, p. 6, line 271 

SFAS 106 was issued December 1990. Paragraph 108 provides that it was to be 

effective for fiscal years beginning after December 15, 1992 It encourages early 

application. 

One of the ordering clauses of Decision No. 57462 ordered "that the Commission will 

consider the merits of adopting SFAS 106 (post-retirement medical (sic) for ratemaking 

purposes if the issue is raised in the Company's next general rate case." Decision No. 

57462, p. 12, line 12. It must be understood that at the time Decision No. 57462 was 

issued (July 15,1991), the FCC had not amended the USOA to adopt SFAS 106. 

Qwest found no other references to adoption of accounting method changes in Decision 

No. 57462. 
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In the sixth case, Docket No. E-1051-93-183 (the Company's 1994 rate case), Company 

witness Jerry Thompson's direct testimony addressed the adoption of SFAS 106 saying: 

U S WEST Communications has been accounting for Other Post Employment 
Benefits on an accrual basis since 1992, in accordance with approval from the 
Federal Communications Commission and the Uniform System of Accounts. As 
such, the costs related to this accounting change are embedded in the test year. 
I have not made adjustments to exclude the impact of SFAS 106 for the reasons 
cited in Mr. Fleming's testimony. However, I have made an adjustment to 
annualize the accounting to an end of test year level. I have also included the 
unfunded liability as a rate base reduction in the calculation of cash working 
capital because it is a source of cash available to the Company until it is remitted 
to the trust fund. restimony of Jerrold L. Thompson, July 15, 1993, page 56, 
line 23 to page 57, line 11 .I 

Staff witness Steven C. Carver responded to Mr. Thompson's testimony as follows: 

Staff Accounting Schedules B-8 and C-I 1 eliminate from cost of service the 
Company's proposed inclusion of accrual accounting for Other Postretirement 
Employee Benefits (OPEBs). 

It is my opinion that the Company has not provided sufficient, compelling 
evidence to support or justify its requested change from the cash basis 
ratemaking treatment this Commission has historically provided for OPEB costs. 
[Direct testimony of Steven C. Carver, US WEST Communications, Inc., Docket 
No. E-1051-93-183, pages 35 and 361 

* * *  

Given the above referenced ordering clause in Decision No. 57462, Mr. Carver's 

characterization of Mr. Thompson's testimony as a "requested change from the cash 

basis ratemaking treatment" was not unreasonable, even though Mr. Thompson testified 

that he had made no adjustment to exclude the impact of SFAS 106, which was 

embedded in the test year (under Rule R14-2-510 G). 
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In Decision No. 58927, the Commission characterized the Company's position as an 

adjustment of over $28 million when in fact, the Company had proposed no adjustment; 

accrual accounting for OPEBs was already imbedded in the test year under Rule R14-2- 

510 G. It was Staff who proposed an adjustment to remove the effect of accrual 

accounting. See Staff Accounting Schedules B-8 and C-I 1 in Docket No. E-I 051 -93- 

183. The Commission concluded: "[Wje will not recognize for ratemaking purposes the 

effect of the accounting change proposed by the Company for post-retirement benefits." 

Decision No. 58927, page 44, line 17. The Commission also said: "We will not adopt 

the Company's $28 million adjustment." Decision No. 58927, page 45, line 4. Given 

the ordering clause in Decision No. 57462, the characterization of the adoption of SFAS 

106 as the Company's proposal and as the Company's adjustment was not 

unreasonable, even though SFAS 106 was imbedded in test year results. 

It would be wrong to conclude that the language in Decision No. 58927 established any 

sort of precedent whereby a utility is required to seek Commission approval for 

accounting method changes that have been incorporated by amendment into the 

USOA. Decision No. 58927 makes no mention of A.A.C. R14-2-510 G. The ordering 

clause in Decision No. 57462 specified that SFAS 106 was not adopted in Docket No. 

E-I 051 -91 -004 and that the Commission would consider adoption of SFAS 106 in the 

Company's next rate case if the issue were raised in that case. Hence, it was the 

ordering clause in Decision No. 58927, and not any new requirement to seek prior 
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approval for accounting method changes that caused the inclusion of SFAS 106 OPEB 

expenses to be characterized as a Company proposal and a Company adjustment. 

SFAS 106 was one of two accounting method changes the Commission addressed in 

the Company's 1994 rate case. The other was accrual accounting for compensated 

absences about which the Commission said: 

The Company began to utilize the accrual method for compensated absences in 
1988 after the FCC adopted Part 32 of the Uniform System of Accounts. 
Because the change resulted in a double charge for compensated absences in 
the initial year, the FCC adopted a ten year amortization period to spread out the 
one time double charge. The Company is now requesting approval of the 
accrual method as well a "catch up" amortization. [Decision No. 58927, p. 46, 
line 231 

In point of fact, the Company made no request for approval of the accrual method; 

expenses recognized on the accrual basis and the ten-year amortization were already 

imbedded in the test year, which was in accordance with Rule R14-2-510 G. Qwest's 

direct testimony included no adjustment for accrual accounting for compensated 

absences and did not ask for approval of it. Instead, Staff proposed an adjustment to 

remove the "catch up" amortization. Staff witness Steven C. Carver testified: 

Staff Accounting Schedule C-9 represents the proposed disallowance of the ten 
year amortization of the catch-up accrual for compensated absences actually 
recorded by the Company during the test year. 

USWC is already recording the ten year amortization in its accounting records. It 
would be a very simple matter to reverse the intrastate portion of this accrual in 
the Company's offbook records. [Direct testimony of Steven C. Carver, US 
WEST Communications, Inc., Docket No. E-I 051 -93-1 83, pages 54 and 551 

* * *  
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RUCO opposed the amortization of the "catch up" accrual as well as switching from the 

pay-as-you-go method to the accrual method. The Commission found that, 

the use of the accrual method for compensated absences provides a better 
match of costs and benefits than the cash method. We also find that the "catch 
up" amortization costs are known and measurable and have not been written off 
by the Company. Accordingly, we concur with the Company's proposed costs for 
compensated absences. [Decision No. 58927, p. 47, line 181 

In pertinent part, the Commission's findings of fact in the Company's 1994 rate case 

provide: 

43. Based on the evidence presented, we find the cash method of accounting for 
PBOP costs for ratemaking purposes is overall superior to the FAS No. 106 
method. 

44. The Company began to utilize the accrual method for compensated absences in 
1988 after the FCC adopted Part 32 of the Uniform System of Accounts 

45. The "catch-up" amortization costs for compensated absences are known and 
measurable and have not been written off by the Company. [Decision No. 
58927, p. 128, line 141 

Neither the conclusions of law nor the ordering clauses in Decision No. 58927 make 

mention of changes in accounting method. Qwest found no discussions or findings 

regarding accounting changes in Decision No. 58927 other than those pertaining to 

SFAS 106 and accrual accounting for compensated absences. 

In none of the orders Qwest reviewed did it find any discussions, findings, conclusions 

or ordering clauses regarding the following accounting method changes: 

* Capital to expense shifts resulting from the adoption of the "new" uniform system 
of the accounts prescribed by the FCC (i.e., Part 32); 
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Change in accounting from the cash method to the accrual method of accounting 
for merit awards and medicalldental expenses; 
Increase in the capitalization rules from $200 to $500, allowing the expensing of 
qualifying "small value" assets; 
Increase in the capitalization rules from $500 to $2,000, allowing the expensing 
of qualifying "small value" assets; 
Adoption of the FAS87 accrual method of accounting for pension costs. 
A June 1992 change from the cash to the accrual method of reporting public 
telephone revenues and 
A March 1993 change in the method of accruing for Billing and Collections 
revenue. 

So far as Qwest is able to determine, none of these accounting method changes were 

subject to any kind of Commission approval. Contrary to Mr. Carver's assertions in the 

Company's last rate case, the Company did not seek regulatory approval and 

ratemaking treatment for these accounting method changes. Instead, pursuant to Rule 

R14-2-510 G, accounting method changes have been consistently and routinely used 

for regulatory accounting and ratemaking purposes without any request by the 

Company or approval from the Commission. 
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From: Grate, Phil 
Sent: Monday, October 25,2004 2: 17 PM 
To: 'scarver@utilitech.net'; 'Mike Brosch' 
Cc: Curtright, Norm 
Subject: RE: Arizona OPEB 
Mr. Carver 

Steve, 

This e-mail responds to questions raised in your three e-mails to me October 2 1,2004. In 
answering your questions, a brief review of the history of the accounting treatment of 
OPEBs in Qwest's Arizona rate cases will be helpful. 

In Docket No. E-1051-91-004, Staff and the Company entered into a Settlement 
Agreement that stipulated the revenue requirement. The Commission incorporated the 
Settlement Agreement into its order and conditioned its order on the Settlement 
Agreement. Decision No. 57462, p. 10, line 18. As set forth in part "t" of Finding of Fact 
15 in Decision No. 57462, the Settlement Agreement provided: 

It is the intention of U S WEST and the Staff that the Commission state, in its 
order approving Settlement, that it has chosen not to adopt SFAS 106 (post- 
retirement medical benefits) for ratemaking purposes at this time, but that the 
Commission will consider the issue if it is raised in the Company's next general 
rate proceeding. [Decision No. 57462, p. 6, line 271 

One of the ordering clauses of Decision No. 57462 ordered "that the Commission will 
consider the merits of adopting SFAS 106 (post-retirement medical (sic) for ratemaking 
purposes if the issue is raised in the Company's next general rate case." Decision No. 
57462, p. 12, line 12. At the time DecisionNo. 57462 was issued (July 15, 1991), the 
FCC had not amended the USOA to adopt SFAS 106. 

Two years later in Docket No. E-1051-93-183 (the Company's 1993 rate case) Company 
witness Jerry Thompson's direct testimony addressed the adoption of SFAS 106 saying: 

U S WEST Communications has been accounting for Other Post Employment 
Benefits on an accrual basis since 1992, in accordance with approval from the 
Federal Communications Commission and the Uniform System of Accounts. As 
such, the costs related to this accounting change are embedded in the test year. I 
have not made adjustments to exclude the impact of SFAS 106 for the reasons 
cited in Mr. Fleming's testimony. However, I have made an adjustment to 
annualize the accounting to an end of test year level. I have also included the 
unfunded liability as a rate base reduction in the calculation of cash working 
capital because it is a source of cash available to the Company until it is remitted 
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to the trust fund. Testimony of Jerrold L. Thompson, July 15, 1993, page 56, line 
23 to page 57, line 11. 

As you'll recall, Staff responded to Mr. Thompson's testimony as follows: 

Staff Accounting Schedules B-8 and C-1 1 eliminate from cost of service the 
Company's proposed inclusion of accrual accounting for Other Postretirement 
Employee Benefits (OPEBs). 

It is my opinion that the Company has not provided sufficient, compelling 
evidence to support or justify its requested change from the cash basis ratemaking 
treatment this Commission has historically provided for OPEB costs. Direct 
testimony of Steven C. Carver, US WEST Communications, Inc., Docket No. E- 
1051-93-183, pages 35 and 36. 

* * *  

The Commission observed: "Both RUCO and Staff concluded the Company had no new 
or compelling evidence from which the Commission could reverse its well established 
precedent of continuing with Paygo." The Commission concluded: "[Wle will not 
recognize for ratemaking purposes the effect of the accounting change proposed by the 
Company for post-retirement benefits." The Commission also said: "We will not adopt 
the Company's $28 million adjustment." Decision No. 58927, pages 43-45. 

In Docket No. T-0 105 1 B-99-0 105 (the 1999 rate case) the unadjusted test year included 
OPEBs costs on an MR basis, i.e., accrual accounting under SFAS 106 starting in 1992. 
Company witness George Redding included a proposed adjustment to adopt accrual 
accounting for OPEBs for Arizona regulatory purposes. Redding's adjustment assumed 
accrual accounting began with the 1999 test year instead of in 1992. The response to UTI 
47-1 1 provided a detailed set of workpapers setting forth the final calculation of the 
proposed adjustment. 

UTI 3-14(a) and UTI 18-7 - The regulatory accounting and ratemaking treatment of 
OPEB costs varies from the treatment afforded it by the FCC in several states. The 
differences include partial early adoption in one state, phased in adoption in another, late 
adoption in several, and in Arizona's case under Decision No. 58927, no adoption at all. 
There are also differences relating to funding or not funding, and the timing of the 
recognition of the Transition Benefit Obligation (TBO). These differences make for a 
milieu of jurisdictional accounting issues that Qwest must handle. 

As you know, Qwest maintains JR books for each state that reflect Jurisdictional 
Differences (JDs) from the books kept for reporting to the FCC (MR Books). Each state 
has its own JR books that reflect accounting estimates and methods that are unique to that 
state and different from the FCC's accounting estimates and methods. However because 
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OPEBs accounting is so complex, Qwest does not, as a rule, record JDs for OPEBs even 
in those states where differences in regulatory accounting and ratemaking treatment 
exist. Qwest’s JR books in most states-including Arizona-are no different than the 
MR books in their accounting for OPEBs. In states where there are exceptions to this 
rule the exceptions relate to TBO amortization differences. 

Because Arizona is one of the states in which the Company has no JDs for OPEBs the 
Arizona unadiusted test year reflects OPEBs in accordance with the FCC’s adoption of 
SFAS 106 in 1992. This was the case in Docket No. E-1051-93-183 (the Company’s 
1993 rate case) and Docket No. T-01051B-99-0105 (the 1999 rate case) and it is the case 
in Qwest’s current Rule 103 filing. 

UTI 18-8 - For intrastate regulatory (ratemaking) purposes the Company maintains a 
side-record adjustment for Paygo. This adjustment removes OPEB costs booked on an 
FCC accrual basis and replaces them with OPEB costs on the Paygo basis. Hence, the 
“unadjusted test year” reflects the accrual basis adopted by the FCC in 1992 and 
“intrastate regulatory” basis reflects the continuance of Paygo for ratemaking purposes in 
compliance with Decision No. 58927. 

UTI 18-9 - Confidential Attachments A, B and C show the side-record calculations for 
Arizona intrastate regulatory purpose of OPEB on a Paygo basis. Workpaper B in each 
Confidential Attachment for each year shows the amount of OPEB costs recorded on the 
FCC’s accrual basis and the amount of OPEB costs on an Arizona ratemaking Paygo 
basis. Workpaper A in each Confidential Attachment for each year shows the effect on 
Arizona intrastate for purposes of adding PAYGO and subtracting accrual basis OPEB 
costs for ratemaking purposes. 

Actual APBO and Arizona Total State Percentage used to allocate the APBO: 

PFA-02, UTI 2-3 1 and UTI 3-2(a) - The Company obtained a calculation of the 12/3 1/03 
APBO Gom our actuarial firm, Watson Wyatt, earlier today. The calculation includes the 
effect of incorporating Medicare D for prescription drugs, which effect will be reflected 
in the APBO in the Company’s third quarter 2004 financial reports. Accordingly, we are 
including this effect in our revisions to the test year adjustments. See the discussion of 
UTI 7-2S1 andUTI 1-1S1 below. 

PFA-02 and UTI 3-3(b) - The 17.2948% Arizona total state percentage is the actual TBO 
percentage for 2003. The 17.859% is the Arizona total state OPEB benefit payment factor 
for Arizona for 2003. We used the OPEB benefit payment factor in our calculation of the 
Arizona total state APBO for the PFA-02 test year adjustment in our May 20,2004 Rule 
103 filing. In the revisions to our test year adjustments we are using the actual TBO 
percentage as we did in Docket No. T-01051B-99-0105 (the 1999 rate case). See the 
discussion of UTI 7-2S1 and UTI 1-1S1 below. 
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Updates to the test year for OPEBs: 

PFA-02, UTI 1-1, UTI 7-2 and RUCO 3-10 - Qwest will be filing UTI 7-2 S1 to update 
the calculation of the revenue requirement to reflect the results of new information 
brought to light in discovery. As it pertains to OPEBs the Company is updating the test 
year to reflect: 

1) The correction to rate base identified in RUCO 3-10; 
2) The 12/31/03 APBO that includes the effect of Medicare D; and 
3) The use of the 17.2948% Arizona total state percentage that is the actual TBO 
percentage for 2003. 

I hope this helps you sort out some of the complexities of this issue. If you have any 
questions on the foregoing, please call me. 

Phil Grate 
Staff Director - State Finance 
Qwest Corporation 
206-345-6224 

-----Original Message----- 
From: scarver [mailto:scarver@utilitech.net] 
Sent: Monday, October 25,2004 932  AM 
To: Grate, Phil 
Subject: RE: Arizona OPEB 

I appreciate the update. 

Thanks.. . Steve 

-----Original Message----- 
From: Grate, Phil [mailto:Phil.Grate@qwest.com] 
Sent: Monday, October 25,2004 11:30 AM 
To: scarver@utiIitech.net 
Subject: RE: Arizona OPEB 

Steve, 

We are drafting a written response to your three e-mails from Thursday concerning OPEBs. We 
anticipate having it to you later today. 

Phil Grate 
Staff Director - State Finance 
Qwest Corporation 
206-345-6224 

mailto:scarver@utilitech.net
mailto:Phil.Grate@qwest.com
mailto:scarver@utiIitech.net
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-----Original Message----- 
From: sca rver [ ma i I to: sca rver@ uti I i tech. net] 
Sent: Thursday, October 21, 2004 4:48 PM 
To: Grate, Phil 
Cc: Mike Brosch 
Subject: Arizona OPEB 

Phil. 

Sorry, two more questions. 

First, the confidential response to UTI 3-2(a) indicated that the APBO on PFA-02, Attachment D 
(both medical and life) were estimates, pending final calculations in the 2004 study. Confidential 
Attachment A to UTI 2-31 is the final 2003 FASI 06 actuarial report, dated 4/5/2004. Is the 
Company planning on revising PFA-02 to reflect the actual APBO amount? 

Second, the response to UTI 3-3(b) states the prorate factor used to allocate the APBO to 
Arizona is 17.2948%. However, Attachment D uses a factor of 17.859%. Which factor does the 
Company intend to use and will this also impact PFA-02? 

Thanks, again ... Steve 

From: scarver [ scarver@utilitech.net] 
Sent: Thursday, October 21,2004 4:25 PM 
To: Grate, Phil 
Cc: Mike Brosch 
Subject: Arizona OPEB Adjustment 
Phil, 

Going over my notes of the corrections/ updates to be reflected in UTI 7-2 and UTI 1-1, I did not 
see any reference to PFA-02, OPEBs. In response to RUCO 3-10 (early August 2004), the 
Company identified corrections to the rate base component of this pro forma adjustment. When I 
look at the Sch. B-2, page 4, of the Company’s 6/21/04 update to the Rule 103 filing, I see clearly 
see the original adjustment being posted. 

Will the revenue requirement update include the correction identified in the response to RUCO 3- 
1 O? 

Thanks.. . Steve 

From: scarver [ scarver@utilitech.net] 
Sent: Thursday, October 21,2004 3:59 PM 
To: Grate, Phil 
Cc: Mike Brosch 
Subject: Arizona OPEB Accounting 
Phil, 

I am confused about certain responses to Staff discovery concerning OPEB costs. 
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For example, UTI 3-14(a) requested the amount of OPEB expense included in Qwest's 
unadjusted test year expense, showing allocation to intrastate operations. The response stated, 
in part, that all OPEB costs included in Qwest's unadjusted test year expense were on an accrual 
basis of accounting, not PAYGO. 

UTI 18-7 sought to clarify UTI 3-14 and obtain addition information on a PAYGO or accrual basis, 
but the response also stated that the test year starting point included OPEB costs on an accrual 
basis. 

However, UTI 18-8 sought the TBO amortization recorded during the test year if accrual 
accounting basis had been used, but the Company response said that it had not been recording 
OPEB costs on an accrual basis for Arizona intrastate regulatory purposes. 

Finally, UTI 18-9 sought comparative information for calendar years 2001,2002 and 2003 for 
both accrual basis and PAYGO OPEB costs. The Company provided confidential attachments 
for each year containing detailed information showing allocation of accrual basis costs to Arizona 
intrastate. 

Although I am out of the office tomorrow, I would like to talk with you and/or Janice Franett to 
discuss and clarify these responses. I think a brief teleconference will be easier to sort out the 
confusion. 

I currently am unaware of any hard conflicts on Monday (preferred) or Tuesday. How does that 
work with your schedules? 

Thanks.. .Steve 
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Schedule C-16 
Corrected 
Page 1 of 1 

Qwest Corporation 
Docket No. T-01051B-03-0454 
Year-End Wage & Salary Annualization 
Test Year Ended 12/31/2003 

Line Description 
1 Regular Pay Annualization 
2 Oct 2003 
3 Nov 2003 
4 Dec 2003 
5 Average Regular Pay 

6 Dec 2003 Employee Equivalent - Regression 
7 Times: Annualization Multiplier 
8 Annualized Regular Pay 
9 Less: Test Year Regular Pay 

10 Regular Pay Annualization Adjustment 
11 Related Benefits Impact 
12 Regular Pay 8 Benefits Annualization 

13 Operating Expense Allocation Ratio 

Staff Proposed Adjustment to Operating 
14 Expense before Jurisdictional Allocation 

Management 
Reaular Pav 

Occupational 

Equivalent Per Equivalent Regular Pay 
Reference Regular Pay Employees Employee Regular Pay Employees Per Employee Total ( $ 0 0 0 ~ )  

5,063,409 935 5,415 17,784,247 4,675 3,804 
4,460,083 942 4,735 15,606,775 4,860 3,211 
5,129,404 920 5,575 18,106,293 4,523 4,003 

5,242 3,673 

844 
12 

53,087,600 
(58.1 17.1 12) 

(5,029,572) 
(482.843) 

(5,512,355) 

15 Overall Intrastate Expense Factor 

16 Staffs Proposed Intrastate Expense Adjustment 

Line Description 
17 Regular Pay Annualization 
18 Oct 2003 
19 Nov 2003 
20 Dec 2003 
21 Average Regular Pay 

22 Dec 2003 Employee Equivalent - Regression 
23 Times: Annualization Multiplier 
24 Annualized Regular Pay 
25 Less: Test Year Regular Pay 

26 Regular Pay Annualization Adjustment 
27 Related Benefits Impact 
28 Regular Pay & Benefits Annualization 

29 Operating Expense Allocation Ratio 

Staff Proposed Adjustment to Operating 
30 Expense before Jurisdictional Allocation 

31 Overall Intrastate Expense Factor 

4,400 
12 

193,916,800 247,004 
(207.1 21,416) (265,239) 

(13,204,616) (18,234) 
(1,260,777) (1,744) 

(14,465,393) (19,978) 

83.02% 

(16,586) 

75.55% 

$ (1 2,530) 

Corrected for Overtime Omission 
Management Occupational 

Regular Pay Regular Pay + Regular Pay + 
Equivalent Per Overtime Equivalent OT Per 

Reference Regular Pay Employees Employee (Note A) Employees Employee Total ($000'~) 

5,063,409 935 5,415 20,896,996 4,675 4,470 
4,460,083 942 4,735 19,304,887 4,860 3,972 
5,129,404 920 5,575 19,962,657 4,523 4,414 

5,242 4,285 

844 4,400 
12 

53,087,600 
(58,117.1 12) 

(5,029,512) 
(482.843) 

(5,512,355) 

32 Staffs Proposed Intrastate Expense Adjustment 
33 Difference Between Proposed and Corrected 

Note A Regular Pay Overtime Total 
Source: UTI 15-008, Attachment A 
EXTC 121 & 122 
Oct 2003 17,784,347 3,112,649 20,896,996 
Nov 2003 15,606,775 3.698.1 12 19,304,887 
Dec 2003 18,106,293 1,856,364 19,962,657 

12 
226,265,600 279,353 

(207,121.416) (255,239) 

14,115 19,144,184 

20,972,071 15,460 
1,827,887 1,345 

83.02% 

12,835 

75.55% 

$9,696 
$22,226 
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Qwest Communications 
Arizona Operating Income Analysis 

Total Wages & Tot Wages Exc Basic Wages Overtime only Incentive 
Period Salaries Incentive Comp Only1 (EXTC 111) (EXTX 121-122) Comp Only 

2001 314,684,527 308,828,268 268,166,430 40,661,838 5,856,259 
2002 273,731,704 266,683,001 244,703,122 21,979,879 7,048,704 
2003 286,053,774 262,190,397 228,669,869 33,520,528 23,863,377 

2003 Increase (Decrease) 12,322,070 (4,492,603) (I 6,033~2~2) 11,540,649 16,814,673 

2001 01 
2001 02 
200103 
200104 
2001 05 
2001 06 
2001 07 
2001 08 
2001 09 
2001 10 
2001 11 
2001 12 
200201 
200202 
200203 
200204 
200205 
200206 
200207 
200208 
200209 
20021 0 
20021 1 
200212 
200301 
200302 
200303 
200304 
200305 
200306 
200307 
200308 
200309 
20031 0 
20031 1 
200312 

29,709,640 
26,678,209 
27,957,711 
26,001,606 
30,525,079 
21,762,117 
27,372,582 
30,691,467 
22,807,510 
28,502,131 
23,449,866 
19,226,608 
23,565,565 
21,808,551 
20,225,552 
22,905,349 
24,234,105 
20,143,970 
24,153,757 
23,813,881 
24,302,632 
26,189,055 
22,752,947 
19,636,340 
21,076,790 
21,733,931 
24,582,327 
22,425,718 
23,487,549 
21,845,311 
24,303,533 
25,859,596 
24,303,466 
27,495,643 
24,682,907 
24,257,003 

27,833,856 
24,868,231 
26,110,513 
23,805,583 
27,700,573 
24,615,526 
26,326,672 
29,828,603 
23,643,583 
27,876,912 
22,587,667 
23,630,550 
22,738,69 1 
21 , I  13,225 
21,224,535 
22,197,456 
23,496,692 
19,631,574 
23,440,163 
23,103,643 
22,701,376 
23,943,385 
22,007,673 
21,084,587 
20,403,093 
20,972,689 
21,549,679 
20,900,181 
21,772,208 
20,207,013 
22,693,277 
23,495,645 
22,068,299 
24,985,068 
22,132,126 
21,011 ,I 18 

22,859,769 
22,119,771 
22,640,240 
20,668,712 
24,240,405 
20,777,737 
21,568,006 
24,152,646 
20,780,537 
25,347,272 
2 1,2 1 9,593 
21,791,742 
20,822,547 
20,246,121 
20,349,655 
21,192,674 
22,465,173 
18,371,439 
20,255,031 
20,934,852 
19,208,157 
21,942,056 
20,015,075 
18,900,343 
18,329,038 
18,157,347 
18,963,565 
19,534,383 
20,079,860 
18,032,314 
19,408,831 
18,731,964 
17,971,381 
21,872,419 
18,434,014 
1 9,154,754 

4,974,087 
2,748,46 1 
3,470,273 
3,136,870 
3,460,168 
3,837,789 
4,758,666 
5,675,957 
2,863,046 
2,529,641 
1,368,074 
1,838,808 
1,916,144 

867,104 
874,88 1 

1,004,782 
1,031,519 
1,260,135 
3,185,132 
2,168,791 
3,493,219 
2,001,329 
1,992,599 
2,184,244 
2,074,056 
2,815,342 
2,586,114 
1,365,799 
1,692,348 
2,174,699 
3,284,447 
4,763,681 
4,096,918 
3,112,649 
3,698,112 
1,856,364 

1,875,784 
1,809,978 
1,847,198 
2,196,024 
2,824,506 
(2,853,409) 
1,045,910 

862,864 
(836,072) 
625,219 
862,199 

(4;403,941) 
826,875 
695,326 

(998,984) 
707,893 
737,414 
512,396 
71 3,593 
710,238 

1,601,257 
2,245,671 

745,273 
(1,448,247) 

673,697 
761,242 

3,032,648 
1,525,537 
1,715,341 
1,638,298 
1,610,256 
2,363,951 
2,235,167 
2,510,575 
2,550,781 
3,245,885 
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Qwest Corporation 
Law Department 
1801 California Street 
49' noor 
Denver. CO 80202 

Kathy Rowley 
lrlterrogarory Manager 

I 

Arizona Corporation Commission 

Qwest. - 1 
Spirit of Service 

August 5,2004 

VIA OVERNGHT DELIVERY 
Scott S .  Wakefield 
Chief Counsel 
Residential Utility Consumer Office. 
11 10 West Washington Street 
Suite 220 
Phoenix, Arizona 85007 

Re: In the Matter of Qwest Corporation's Filing 
of Renewed Price Regulation Plan 
Docket No. T-0105 1B-03-0454 and T-00000D'00-0672 (Consolidated) 

Dear Mr. Wakefield: 

Enclosed please find Qwest Corporation's Responses to RUCO's Fodrth Set of Data 
Requests (Nos. 1 and 6) in the above-referenced docket. 

Should you have any questions, you may contact me at (303) 672-2729. 

Enclosures 

cc: Norm Curtright, Esq. 
Tim Berg, Esq. 
Monica Luckritz 
Constance Fitzsimmons 
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CERTIFICATE OF SERVICE 

I herebv certify that I have caused a true and correct copy of the foregoing Qwest 
Corporation's Response to RUCO's Fourth Set of Data Requests to be sent via overnight 
delivery on August 5,2004, to the following: 

Constance Fitzsimmons 
Legal Division 
ARIZONA CORPORATION 
COMMISSION 
1200, W. Washington St. 
Phoenix, AZ 85007 

Thomas F. Dixon 
World$om, hc .  
707 17 Street, 39" Floor 
Denver, Colorado 80202 

Peter Q. Nyce, Jr. 
Regulatory Law Office 
U.S. Army Litigation Center 
901 N. Stuart Street, Suite 713 
Arlington, VA 22203-1 837 

Michael W. Patten, Esq. 
ROSHKA HEYMAN & DEWULF PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

A 

1875 Lawrence Street, F:oom 1575 
Denver, CO 80202- 1 84'' 

Richard S. Wolters 
Mary Tnbby 
AT&T 1 
Scott S. Wakefield 
Chief Counsel 
Residential Utility Consumer Office 
1 1 10 West Washington Street 
Suite 220 
Phoenix, Arizona 85007' 4 6  

Mr. Richard Lee 
Snavely King Majoros O'Connor & Lee, 

1220 L. Street N.W., Suite 410 
Washington, DC 20005 

tic. 

Ben Johnson 
Ben Johnson Associates, Inc. 
2252 Killearn Center Blvd. 
Suite 2D 
Tallahassee, Florida 32309 

I 
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T-01051B-03-0454 and T-00000D-00-0672 
RUCO 04-001 

INTERVENOR: Residential Utility Consumer Office 

REQUEST NO: 001 

Accumulated DeDreciation Follow-up to RUCO 3-009. The Ccmpany's response 
does not address all aspects of the question. Please specifically address 
the portion of the question that asks to "Please explain the rationale behind 
the Company's proposed adjustment to Accumulated Depreciation". Your answer 
should also address appropriateness of the write-off for ratemaking purposes 
vs. technical purposes. 

RESPONSE : 

The rationale for the adjustment to Accumulated Depreciat:ion is as set forth 
in Staff's testimony in Docket Nos. E-1051-83-035 and E-1351-84-100 and 
Decisions No. 53849 and 54843. Specifically, pages 8 thr,sugh 11 of Staff 
witness Ronald L. Kozoman's testimony in Docket No. E-1051-83-035 argued 
that adjustments to depreciation expense must be synchronized with 
accumulated depreciation. The facts of the case were as follows. 

The test year ended October 31, 1982. Decision No. 53849. p. 4. Witness 
George Redding sponsored Mountain Bell's Exhibit 7, Appendix B. dated 
February 18, 1983. It contained two adjustments that are pertinent here. 
The first, at page 33, provided for an expense pro forma adjustment to 
increase operating expenses $76 thousand for "Straight Li:ie Equal Life Group 
SLELG Depreciation." The explanation of the adjustment provided: 

This adjustment annualizes the test year effect of depireciation of 
outside plant additions under the SLELG depreciation method as ordered in 
the Federal Communications Commission Order in Docket No. 20188, released 
December 5, 1980, and ordered by the Arizona Corporation Commission in 
Decision No. 53040. This adjustment is stated at test year levels. 
(emphasis added) 

The second, at Page 34, provided for an expense pro forma adjustment to 
increase operating expenses $9,093 thousand for "Triennia:L Represcription 
and Remaining Life Depreciation Accounting." The explana.:ion of the 
adjustment provided : 

This adjustment annualizes the test year effect of depreciation of 
outside plant additions under the remaining life method of calculating 
depreciation as allowed in the Federal Communications Commission Order in 
Docket No. 20188, released December 5, 1980, and ordered by the Arizona 
Corporation Commission in Decision No. 53040. This adjustment is stated 
at test year levels. (emphasis added) 

The total of these two adjustments ($76 thousand plus $9,093 thousand) was 
$9,169,000. A copy of these two adjustments can be found in Attachment D to 
this response. The original can be found in the Commission's Docket Control 
Office on microfiche tape UI-081 Part 002, item. 0020. 

Page 8 of Staff witness Kozoman's testimony provided: 

On Schedule 4, I show the adjustment to the rate base which recognizes 
the impact of the Company's adjustment for annualization of depreciation 
expense. I have increased the accumulated depreciation in the amount of 
$4,652,000. [later revised to $9,169,000. See discuss!.on below.] 
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The details of this adjustment were taken from Mr. Redding's working 
papers, which support the two accounting and the two pro forma 
adjustments to depreciation. The workpapers mentioned are found under 
tabs 17, 18, 33 and 34, which support Section C of the standard filing 
requirements. [See Attachment D to this response for 3 copy of these 
four schedules.] 

Later, Staff revised its calculation of the adjustment from $4,652,000 to 
$9,169,000 as evidenced by hand marked and initialed changes to Mr. 
Kozoman's Schedule 4 a copy of which is included as Attachment E to this 
response. 

Staff witness Kozoman's testimony went on to criticize thl? Company for 
failing to apply the adjustment or the annualization of depreciation expense 
to the reserve for depreciation. At pages 9 and 10, Mr. Kozoman's testimony 
quoted the orders of six commissions in support of his position. At page 11 
Mr. Kozoman summarized Staff's argument as follows: 

Q. What is the impact of not synchronizing accumulated depreciation with 

A. The failure to adjust the accumulated depreciation would distort the 
the depreciation expense adjustment? 

return of the utility f o r  the test year. If deprec:iation expenses are 
annualized for a f u l l  year's depreciation and the accumulated 
depreciation is not annualized, the net effect is an overstatement of 
rate base, and hence the return on an annualized basis is lowered, 
thereby increasing the revenue requirement. Proper synchronization 
requires the recognition of this proposed adjustmen-:. (emphasis 
added) 

A copy of the pertinent portion of Mr. Kozoman's testimony. can be found in 
Attachment A to this response. The original can be found in the 
Commission's Docket Control Office on microfiche tape UI-382 Part 001, item. 
0008. The original of Mr. Kozoman's revised Schedule 4 is at item 0013 on 
the same tape. 

The time available to Qwest to review the record did not dlow for a review 
of RUCO's tesitimony and brief in Docket No. E-1051-83-035. However, Qwest 
did discover that Exhibit RUCO-2 was a copy of an examiner's report on a 
petition to the Public Utility Commission of Texas of Southwestern Bell 
Telephone Company for authority to change rates. One of this issues raised 
in the last paragraph of page 4 of examiner's report was: "adjusting 
accumulated depreciation to reflect the adjustment to depreciation expense." 
At the bottom of page 4 of the report, RUCO underlined thz following 
language. 

The adjustment should be made in this docket as well as the examiner 
finds the adjustment is necessary to properly reflect the impact of the 
company's depreciation expense adjustment on the value of its invested 
capital. (emphasis added) 

A copy of the pertinent portions of RUCO-2 can be found i.1 Attachment B to 
this response. The original can be found in the Commissi,m's Docket Control 
Office on microfiche tape UI-082 Part 001 item 0017. Giv-n the gist of 
RUCO-2, Qwest expects that a more complete review of the record would reveal 
RUCO's support of the rationale Staff articulated. 

The Commission agreed with Staff's position in Docket No. E-1051-83-035. In 
pertinent part, pages, 16 and 17 of Decision No. 53849 provided: 

Staff made relatively few adjustments to "fair value" rate base and 
with the exception of Staff's calculation of working capital, there 
was little controversy surrounding these adjustments. Specifically 
Staff : 
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1) increased the original cost depreciation reserx'e by $ 9 , 1 6 9 , 0 0 0  to 
reflect the annualized effect of the higher depreciation rates 
authorized by Decision Nos. 53040 and 53261 .  

* * *  

The first adjustment proposed by Staff appears necessary if we are to 
accurately set rates for the future. While Mountain States clearly 
did not "recover" a year's annualized depreciation I>y the end of the 
TY, neither did it actually incur the cost. The TY should not be 
considered a collection of past costs to be recovered in the future, 
but a reflection of future costs to be recovered concurrently by the 
reasonable rates established herein. Consequently, we must project 
those changes to rate base which are consistent with known cost 
changes. In this regard, we see no difference between the 
annualization of those depreciation changes authorized by Decision NO. 
43040 and 5 3 2 6 1  and the allowance of increased amor1:ization of Account 
No. 232 authorized herein. Staff's adjustment shouid be increased by 
the same $7,200,000. (emphasis added) 

The same rationale and methodology were again employed fo:r ratemaking 
purposes in Docket N o .  E-1051-84-100. The test year was calendar year 1984  
(Decision No. 54843 ,  p. 1 2 ) .  On  September 2 5 ,  1 9 8 5 ,  StafE filed 
Supplemental Testimony and Exhibits to revise it recommended revenue 
requirement to reflect new book depreciation rates for Mountain States 
Telephone and Telegraph Company pursuant to a 1 9 8 5  FCC represcription. 
Staff's filing included the testimony of John M. Holmes and James W. Hein. 
In pertinent part, pages 2 and 3 of Mr. Holmes testimony provided: 

[Mly testimony in this portion of the case deals only with an analysis of 
the appropriate method of recovery of $6,571,000 resul.:ing from the 1 9 8 5  
depreciation represcription. Mr. Hein's prefiled test.imony identifies 
the calculations that develop this intrastate revenue :requirement which 
is consistent with Staff's method of calculating the revenue requirement 
in the earlier phase of this case. 

Mr. Hein testified: 

Q. What is the purpose of your testimony? 
A. The purpose of my testimony is to present revisions to certain of the 

exhibits previously sponsored by the Staff in support of its 
recommended revenue requirement. Such revisions are intended to 
reflect the effects thereon of proposed new book depreciation rates 
for Mountain Bell. Based on information provided by the Company, such 
rates will increase annual depreciation expense by $ 7 , 4 6 4 , 0 0 0 .  

exhibits. 

had been provided for on the books of the Company during the test year 
. The $7,464,000 additional depreciation expense is matched by a 
corresponding increase in the balance o f  the account. for accumulated 
depreciation. Such adjustment directly affects test year operating 
expenses and rate base. (emphasis added) 

Q. Please explain the method you used in revising the previously filed 

A. My approach was to reflect the additional depreciation as though it 

A copy of the pertinent portion of Staff witness Hein's testimony can be 
found in Attachment C to this response. The original can be found in the 
Commission's Docket Control Office on microfiche tape UI-1.12 Part 001, item 
0018. See also tape UI-114,  Part 0 0 1 ,  items 0024 through 0026 .  

The Commission adopted Staff's adjustment. In pertinent part, pages, 2 1  and 
22 of Decision N o .  54843 provided: 

There was no disagreement among the parties as to the amount of increased 
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depreciation expense which was attributable to the FCC ' s trie&?%ber20n 
represcription of Mountain States' Arizona depreciation rate. The amount 
was $7,464,000. However, Staff and Mountain States did not arrive at 
differing revenue requirements associated with that inzreased expense. 
As Set forth in Staff Exhibit No. 15 (Supplemental), Staff's figure 
($6,571,000) is slightly higher than Mountain States' ($6,369,000), 
primarily due to increased toll settlements. With the modification's of 
Staff's position found reasonable herein, the increased revenue 
requirement from represcription is $6,515,000. 

In the discussion of rate base on page 25, Decision No. 5g843 observed: 

Mountain States later increased its depreciation reserve by $7,464,000 to 
reflect the additional depreciation expense claimed as a results of 
represcription. (emphasis added) 

Nothing in Decision No. 54843 indicates the $7,464,000 de;?reciation reserve 
increase to the 1984 test year attributable to the 1985 represcription was 
not accepted by all parties and the Commission as proposed by Staff and 
Mountain States and in conformance with the rationale adopted by Decision 
No. 53849. 

In Dockets No. E-1051-83-035 and E-1051-84-100, the adjustments at issue 
were both pro forma increases to depreciation expense and the corresponding 
adjustment to rate base was a increase to accumulated depreciation as though 
the depreciation expense had been provided for on the boo.cs of the Company 
during the test year. In the current case, the circumstances are precisely 
the same except depreciation change is a decrease instead of an increase. 
Qwest is proposing a pro forma decrease in test year depreciation expense 
which requires a corresponding pro forma decrease to accumulated 
depreciation in the test year under the rationale Staff and RUCO advocated 
and the Company and the Commission accepted in the Company's prior rate 
cases ~ 

Respondent: Phil Grate 
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9. What is your name, bosine5s address, and by whom art you cmplo)ed? 

A. R W d  t.' Koman,  3201 N. 16th Street, Wte IO, Phoenix, Arbmna 815016. I , ~ 

am ernphyed by Trwpe Kehoc Whiteaktr dt Kent, Certified Public Accomt- 

ants. My job title is manager. Our firm has been cngagcd.bp thc Mizon8 . I- 

Corporation Commission to review and respond to the rate application of 

Mountain States Tdcphono and lcdugraph Cornpeny uHotSltalri-W# w the . 

15pplkant). 

Q. Have y m  atra&d a listing of your M f i c a t i o n s ,  experience and employment 

hiswy to this testimony? 

Yes, it is artached hereto as Appendix A. A. 
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Q. Would you please refer to Section B, Schedule 1 and discuss the fair valut rate 

twx? 

!khcddt 1 shows the cornpltation of the fair value rats base for tht Company. 

"he amounts shown in Calumns 8, C, and D wore obtained from page 1 af 

Shtdulc &3 in tht Company's application, and m i l e s  ail of its propasad 

adjustments rn fats base. 

A. 

Column P. shows the Troupe K w  WMtaaktr a Kent (TKWK) pro ismur 

adjustments to the various rate base components. Column I: show8 the 

adjusted rate base on 8 fdr value bash, camputtd by givkg qd to 

thc original cost rate basc and tht RCNO ratc buse as shown i 1 3  Section IB, 

Schcdmlc 2. lo the extent the Commission fknds a Ver$~ting other than thar 

ducribed above, the fair value rate basc would ttuurgrc accordingly. 

t 
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Q. 

A. 

Please refer to ,your Schedde 3 in Section B and dlxlas. 

sdtedule 3'rncrely summarizes the various adjustments which a r c  proposed to 

be mode to the original COST and RCND b a s e  in this proceeding. 1 have shown 

the xhedule refemees for each of the pro Iorma adjustments oil the fast fine 

of this sd.ledule. The totals from this schedule are carried forward to 

Schedule 2 in Section B. 
1 

. .  

. .  
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‘F’C$?!,i?, 

. .  ., 

. 1 .  . 

Q. Please refer to your M u l e  4 and discuss your adjustment to accumulareP 

depreciation 

On Schedutc 8, I show the adjustment to the rate base which ipccognlter th 

impact of the Company‘s adjustment for annualitation d depreciation 

expense. I have increased the accomolated depredation in I h c  amown of 

A. 

~,~~5ooO. t 

The details of this adjustment were taken from Mr. Reddlng‘s wotkIng 

papen, which suppwt the h ~ o  accounting and the two pro f m a  adjustmeats 

to depreciation. The workpapen mentioned are found d e r  tabs 17, 18. 33 

and 34, which support Section C of the standard fillng requitemearts 

Q. Did the Company apply the adjustment for the annualization of dtpredat i6  

cxpmse to the reserve for dcpmiatIon? 

A. ND, they tiid not. Reference to the Company’s Schtdulcf G 2  and B-2 ~ e v c a l s  

adjustments to the dtpreciatlon expmrc, with no corresponding zldjurtments bo 

the accumulated depreciation. 

mis i s  not the proper method uf rcfltatng the pro forma djuranemt 20 

depreciation. 

Q. Are there commissions wbo recognize the nflectlon of additional pro fanne 

expenre to the actvmulatcd depreciation account? 

A. Yes. ?he Kansas C~rporadon Commission In No. lO>,wro-rJ Re; 

KvcraJ City Power dr Light Company, cited a% 16 PUR 9th 11 I, slate 
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' 

ARIZONA Docket No. T-01051 BO:' 

m. . . The Commission's rules (K.A.R. 82-1-2311 thtsc 
adjustments for kn.m and meaturabfc changes in fev~nut  and 
expente ievcb io order to achieve test ytar data which are &is 

. nearly representative of the Company's ! u t w  icvcl of operations 
as possible, since the ttstcyear data wtu be uti l lud to dctcrrnint 
rates foa the future, Such adjustments to the Company's opera- 
tions arc necessary to properly rcilect the taming potmtbd of thc 
rate base. If revcnuts arid expenses arc not SO adjusted, the result 
wii l  be a gross understatement of the future earning pottmtial of 
Applicant's properties. 

mually as important, though, Is the well-acrxpttrd rate- 
making principle of synchronizing rate base and operatiow  her^, 
while the Commission 'tpgnites tk propriety ot A p @ l ~ t t  
adjustments (with agreed-to modifkcatitm by Staff) to annualize 
depreciation expense, we also recognize the ntocssfty of COnz- 
spondingly adjusting rate base Depreciation expense in operatiom 
is, in effect, rever ing  the original Cast of plant Over its eWWhk 
useful life. W h m  deprmiatian twme is dlowcd Ln opwations, 
the corresponding amount must be remavtd from the rate base or 
the Applicant will ovcrcollect in its authorized rates the actual 
cost of providing utility service to i t s  Kansas customtrs. Thuq, in 
this instance, a pm forma adjustment to operations requires a 
correspnding pro forma adjustment to rate baw in iwda m 
achieve a proper matching of the cnd-of-period phnt and the 
annualized deprccia tton expense.' 

' 

The kuth Di ik~ta  Public Uciiit iu Commi&n in Case NO. F-3126 k: 

Montana-Dakota Utilities Company at 21 PUR 4th 8 stated: 

". . . The Commission finds that pro fwmn adjustments to expenses 
must be made for depreciation expense in order to reflect a proper 
level of expense consistent with the level of investment ai.lowd in 
rate base and, accordingly, a pro i sm deduction also must be 
made from rate base to reflect that said expense allovana has 
bKn made. fhc  Cornmissim findt that the dtduaion for cleprecia- 
tion wiil not deprive MDU of the full recovery oi its investment. 
fht Commission finds that MDU will rtcovcr the full a f t  of its 
plant because this adjustment is for raocmaking purposes only m d  
will not be reflected on the books of account of company." 

The .Texas Public Senrice Commission in Docket No. 2676 Re: HouJawt 

Lighting and Power Ccmpany at 36 PUR 4th 100 stat&. 

" 7 % ~  issue of m adjustment to accumulated depreciatiaar tct 
corrr~pond to a change in test period dcprttiation expcrus is one 
wMch has been frqwlrt ly  addresad by mis Commldm. Can- 
sistently, the Cornmirim has ci'tosen Eb adjust amimulattd 
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The Nebmka Public Scrvicr Commission in Application No. 30853 Re: 

Cornhusker State  Tefephon Company at I 3  PUR Ith 314 stated: 

*We are of the oplnion and find that the adjustment to  the 
depredation reserve made by the staff represents mund policy and 
should be adopted. To imaK the depreciation and amci-tixarion 
expense wittrout incrtadng the dcpreciadan reserve woud exam 
ckwbie payment from the rattpyer,  once as an itern of iiwcascd 
expense and again as a fffum on plant.” 

This issue was raised in the last Mountain &I) case befure this Commission, 

but due to the stipulation agreement settling the cagc, it was not resolved. 
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. I  
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SecfloM A - SUMMARY SCHEDULES 

Total Revenue Increase 
Requited lncrcase in Cross Revenues to Reflect Increased 

Computetion of Increase in Cross Revewe Requirements 
Revtnuc Conversion Factor 

, 
indeptndcnt Toll Settlements 

~ I B - R A T E M S E  

f a i r  Value Rate Base 
Summary of Original Ctat and RCND Rate8BaK Element5 
Summary of TKWK Adjustments to Rate Bast 
Mjustmcnt to Accumulated Depreciation 
Adjustment to !%ort-ferm Plant Undcr Construction 
Adjusrmcnr to Materials and Supplies 
Adjustment to Right to UK k e s  
Cash Working Capital 

sEcT#))y C - STATEMENT 

Income Statement as Adjusted 
Summary of Adjustments ta Operating bcom 
Adjustment to Eliminate Nan-Employee C0nceu1ons 
Adjustment to Ploperty Tan Expenses 
Adjustment to Corporate Advcrtislng 
Adjustment to Reflect Interest on Customer Deposits as an 

Adjustment to Misceliancous Dtdwti~n and Other charges (Net) 
Adjwtment to Right to Use F @ ~ s  
Adjustment to Genefa1 Services and LlrrnXs 
Adjunrncnt to Company W R ~  Adjustment 
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HMlNTAXN BELL 

Total oparntiing aQmses  

Total oparatkg t a r ~ a  

Incoma before iftferest; net iaC-2' 

This adjustocat annualizes the  teat pa) d f e c c  of depreciation of outaide plaat 

8dditiofM under the Sl.Zl.& dcpr8ciatioa rwthod 48 ordered io the Federal 

Commmiearian8 Cmiwioa Order in Docket No. 20188, rrha8ed Dscaber 5, 19B0, 

.ad ordered by thc Arizona Corporaion Canmission in Usciaion No. 43040. 

a$jumamc ir aerted at teat year favela. 

Z l a h  
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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF QWEST 
CORPORATION’S FILING OF RENEWED ) DOCKET NO. T-01051 B-03-0454 
PRICE REGULATION PLAN. 1 

IN THE MATTER OF THE INVESTIGATION ) 

TELECOMMUNICATIONS ACCESS. 
OF THE COST OF ) DOCKET NO. T-00000D-00-0672 

AFFIDAVIT OF 
STATE OF COLORADO FELICITY O’HERRON 
COUNTY OF DENVER 

1 :  ss 

Felicity O’Herron, of lawful age being first duly sworn, depose and states: 

1. My name is Felicity O’Herron. I have been awarded a Bachelors of Arts Degree 
in Psychology from Bryn Mawr College and a Juris Doctrate from the Columbus 
School of Law, Catholic University of America. I have worked in the area of 
employee compensation and benefits for over thirteen years, including work at 
other large corporations such as Mobil Corporation and AT&T Broadband. I have 
been employed by Qwest for five and a half of the last seven years. I am 
currently Director of Compensation and Benefits for Qwest. In this capacity I am 
responsible for the design and operation of compensation programs as well as 
employee benefit programs. 

The opinions expressed herein are based upon my training and experience as a 
human resources professional and upon benchmarking surveys in which Qwest 
participates annually to ascertain what levels and types of compensation are 
necessary to attract and retain the managerial talent necessary to operate 
successfully in our industry. 

In my opinion, Qwest’s 2003 Annual Bonus Plans for management and 
occupational employees were prudent and reasonable. Viewed from the 
perspective of the compensation discipline, these plans should properly be 
characterized as falling well within industry norms. By this I mean that they were 
designed to attract, retain and motivate employees with the skill sets and 
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personal productivity necessary to successfully operate Qwest’s business without 
paying them excessively. 

I believe the design of the plans is both prudent and reasonable. First, the plans 
are designed to reflect and reward employees for the success of the firm as a 
whole and to balance the need to meet short term financial goals with the need to 
maintain appropriate levels of customer service and satisfaction. Second, the 
plans are designed to recognize and reward individual performance in 
accordance with the company’s philosophy of paying more for higher levels of 
em ploy ee perform an ce . 

In my opinion, Qwest‘s use of benchmarking ensures that the firm’s 
compensation plan, including incentive compensation, is competitive with other 
firm’s plans in the labor market. Making the payouts under the plans dependent 
on business performance helps assure a reasonable and prudent payout level. 
For management employees, conditioning the level of payout to individual 
employees upon on individual’s performance levels helps assure adherence to 
the company’s pay-for-performance philosophy. 

2. I hereby swear and affirm that the foregoing statements are true and correct to 
the best of my knowledge and belief. 

A Further affiant sayeth not. 

SUBSCRIBED AND SWORN to befor 

Denver, Colorado. 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF QWEST 
CORPORATION’S FILING OF RENEWED ) DOCKET NO. T-01051 B-03-0454 
PRICE REGULATION PLAN. 

IN THE MATTER OF THE INVESTIGATION ) 

) 

OF THE COST OF ) DOCKET NO. T-00000D-00-0672 
TELECOMMUNICATIONS ACCESS. ) 

AFFIDAVIT OF 
STATE OF ARIZONA LINDA NIELANDER 
COUNTY OF MARICOPA 

1 :  ss 

Linda Nielander, of lawful age being first duly sworn, depose and states: 

1. My name is Linda Nielander. I am Director of Advertising for Qwest 
Communications, Inc. In this capacity I am responsible for all brand and corporate 
business advertising. 

2. I have been awarded a Bachelors of Science Degree majoring in Tele- 
communication and Film with a management/ marketing emphases from San Diego 
State University. Over the past 18 years I have been employed in various capacities 
with a variety of firms in the field of marketing and advertising. As a marketing 
executive, I have broad ranging experience in strategic and brand planning and 
leadership of marketing functions. My curriculum vita is attached to this affidavit and 
sets forth my current and prior employment experience in the field of marketing and 
advertising. 

3. The opinions expressed herein are based upon my training and experience as a 
marketing and advertising executive. 

4. It is well and commonly known in the advertising profession that “image” advertising 
promotes and improves overall product awareness within an enterprise’s customer 
base. In the parlance of my profession, image advertising “lifts” (improves) response 
to other advertising. For example, in 2004, the customer response levels to Qwest’s 
printed product advertising levels dropped when not supported by television image 
advertising. 



5. 

6. 
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Qwest must maintain visible brandlimage presence to combat the competitive 
marketplace. This is accomplished through a combination of brand and image 
advertising. 

Qwest’s brandlimage advertising currently provides a customer benefit message, not 
just a brand message. 

Image advertising is not redundant to product specific advertising that is used by 
telephone companies to promote specific services. Product and image advertising 
work in harmony with one another. Pure product advertising is not as effective 
without an image advertising overlay. 

Qwest relies on econometric modeling developed by the New York, New York, 
consulting firm Initiative Consulting to evaluate the relative effectiveness of brand 
and product advertising. The modeling clearly shows that image advertising is 
necessary to optimize the effectiveness of Qwest’s overall expenditures for 
advertising. 

Qwest believes that image advertising is crucial to the success of our advertising 
efforts. Recent advertising results show that in the current highly competitive 
marketplace for our products and services, image advertising is a more cost 
effective means of generating product sales than is product advertising. 

I O .  Qwest’s spending for image advertising in 2003 was not designed to repair Qwest‘s 
reputation, credibility and image after experiencing widely publicized financial 
difficulties, accounting investigations and senior management turnover. Customers 
have virtually no interest in such matters as it pertains to their selection of 
telecommunications products and services. Instead, Qwest’s spending for 
advertising in 2003 and 2004 was a combination of brandlimage, informing 
customers of our breadth of service and encouraging customers to buy our products. 
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11. I hereby swear and affirm that the foregoing statements are true and correct to the 
best of my knowledge and belief. 

Further affiant sayeth not. 

Linda Nielander 

SUBSCRIBED AND SWORN to before me this ( G W  day of & c 4 , 4 k ~ ~  J-Ceq , 
2004. 

My Commission Expires: 0 I \  
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Linda Nielander 

1801 California Street, 1 gth Floor, Denver, Colorado 80202-1 984 
(303) 295-4633 0 Email: Linda.Nielander@Qwest.com 

Senior Marketing Executive 
Sports & Entertainment Marketing/Global Marketing/Mass Marketing 

Dynamic management career with broad ranging experience in strategic and brand planning and leadership of 
marketing functions. Experience and expertise includes: 

Strategic Plans 
Marketing Plans 
Budget Development, Management and Control 
Brand Building 
Agency Management 
Advertising & Promotions 
Public Relations 
Event Marketing 
Product Launches 

Visual Merchandising 
AthletelCelebrity Sponsorships 
Direct Marketing 
Strategic Partnerships 
Contract Negotiations 
Key Account Marketing Programs 
Development of Executive Presentations 
Staff Development & Motivation 
Corporate Culture Enhancement 

Professional Experience 

Qwest Communications 
Denver, Colorado 

Director, Advertising 
Lead advertising efforts of a $1 9 billion Telecommunications company. Responsible for the planning and 
execution of all Consumer, Business, Enterprise, Hispanic, Youth and Retail advertising strategy, creative, 
production and media planning. 

October 2003 - Present 

Scope of responsibilities include multiple agency vendor management, budget development, allocation and 
expense control of a $180 million + budget, development and approval of all advertising creative, product and 
media, and management of staff of 7 direct reports with total staff of 45. 

Airwalk International 
dba Tare7 - Golden, Colorado 

October 1999 - July 2003 

Director of Strategic Brand Planning 
Vice President of Marketing 

Vice President of Product Marketing and Marketing Communications 
Direct worldwide marketing of T7 brands to include: airwalk footwear, apparel and accessories, airwalk 
snowboarding, genetic footwear, apparel and accessories, ripzone outerwear, a# footwear and andy mac 
footwear, Provide strategic planning and direction for all brands and execution of all brand and corporate 
marketing communications programs. 

Scope of responsibilities includes global marketing plans, marketing vendor management, budget development, 
allocation and expense control, management of staff of 8 direct reports and report directly to the company 
president. Management of all athlete contract and licensing agreements and relationships with “event 
marketing” organizations. Hold full authority for identification of marketing opportunities, negotiation of contracts 
and closing of all marketing related opportunities/programs. 
0 Developed distinct strategic brand platforms and marketing plans for each brand that allowed individual 

brands in the T7 portfolio to work toward putting the entire portfolio ahead. 
Developed global integrated marketing process -“The Power of One.” 
Co-wrote T7 Vision and Mission Statement 

mailto:Linda.Nielander@Qwest.com
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Developed and executed launch plan for the andy mac footwear brand in conjunction with Payless Shoe 
Source, the largest shoe store chain in the United States. 
Developed and executed New York City launch of the a# footwear brand. 
Re-established airwalk as a leading action sports footwear, apparel, and accessories brand. Increased 
domestic and international business 40% in 2002. 
Re-launched the airwalk snowboarding brand to the specialty market. 
Wrote RFP’s and conducted comprehensive advertising, web, and pr agency searches. 
Negotiated numerous event and athlete contracts, re-establishing airwalk through genetic airwalk 
skateboarding as a premier action sports brand. 
Between 1999 and 2001 consolidated product offerings and increased G.P% on products offered more than 
50%. 
Between 1999 and 2001 managed entire footwear product process from concept brief, through design and 
development. 
Key member of 7 person “Executive Team.” 

Nielander & Associates - Mission Viejo, CA 
Consultant 

Consultant to the sporting goods industry with key focus on strategic licensing opportunities, brand revitalization 
programs, brand/product launches, business, strategic, and marketing plan development and international brand 
opportunities. 
0 Developed Pure Juice, surf brand, strategic and marketing plans as well as handled all advertising, pr and 

promotions programs. 
0 Developed business plan and executive presentation for licensing of the Arena Swimwear brand in the 

United States. 
0 Developed comprehensive sales and marketing program for the fischer Alpine Ski brand to revitalize sales 

in the United States. 
0 Developed and executed product launch plan for airwalk snowboarding’s Quad Binding System. 
0 Developed and executed marketing plan for The Gender Gap board game. 
0 Assisted Morgan Horan with sporting goods market research, analysis, and presentations. 
0 Worked with Itochu, one of Japan’s largest apparel and accessories companies to investigate US.  licensing 

opportunities. 

September 1996 - September 1999 

ASlCS Tiser Corporation - Fountain Valley, CA 
Director of Marketing 

Reported directly to the General Manager of ASKS USA and was member of the 8 person “executive team.” 
Directed US. marketing of the ASICS brand including all product segments; running, cross-training, basketball, 
baseball, cheerleading, volleyball, tennis and wrestling. Worked in conjunction with parent company in Kobe, 
Japan on strategic planning, logo development and marketing direction and executed all domestic marketing 
plans and corporate marketing communications programs. 

September 1987 - August 1996 

Scope of responsibilities included marketing vendor selection and management. Budget development, 
allocation and expense control. Management and training of product and marketing staff of 18 direct reports. 
Professional athlete and event sponsorship contract negotiations and management. Interface with corporate 
accounts on sales, market research, product presentations and marketing communications programs. 
Development of all corporate and category advertising and promotions programs. Planning and execution of all 
trade shows, sales meetings and special events. 
0 

0 

0 

0 

Instrumental in initial US.  based television campaign launch and on-going program. 
Integral to growing business from $49 million in 1987 to $245 million in 1994 
Restructured and re-launched men’s and women’s cross-training business in 1994 developing it into a 
significant revenue generating category. 
Responsible for planning and execution of ASKS involvement in the 1996 Summer Olympic Games in 
Atlanta, GA. 
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Tate Associates - Irvine, CA 

Worked in small, lrvine based, ad agency specializing in “high-technology” clients. Developed new business 
pitches, marketing plans, media planning and buying and general account management projects. 

August 1986 - September 1987 
Account ManagerlMedia Planner 

Awards 
Outstanding Women in Business, Denver Business Journal 2001 and 2002, finalist 2001 

Esquire, Women We Love In Advertising, 1995 

Volunteer Work 
Girl Scouts of America, Mile High Council - Leader 

Rocky Mountain Academy of Evergreen - Board of Director, PTO President, Co-Chair Fundraising Committee, 
Chair Publicity Committee 
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REQUEST 10- 1 

In answering this request, please refer to the Carver Testimony at page 26 (lines 12 2% 21) and 
page 45 (line 12). Explain in detail and with particularity all of the reasons and factual bases that 
support why it reasonable for the Arizona Corporation Commission to adopt for regulatory 
purposes the change in accounting for the cost of computer software in the 2003 test year (as is 
assumed in your Adjustment C-11) and the new depreciation rates well beyond the test year (as is 
assumed by your Adjustment B-7). 

RESPONSE: 10- 1 

Objection, this question is vague and ambigious. T he citations generally refer t o  Mr. 
Carver’s testimony regarding the “Pro Forma Depreciation & Reserve Adjustments” and “SOP 
98-1 (Internal-Use-Software).” In this context, the question posed by Qwest is vague and 
ambiguous, in so far as it refers to one income statement adjustment (Staff Adjustment C-1 1) and 
one rate base adjustment (Staff Adjustment B-7) rather than all rate base or operating income 
adjustments that are discussed within these testimony sections. 

Without waiving the objection, regard to the rationale for excluding the pro forma effects 
of the depreciation rate changes (Staff Adjustment B-7, (2-22 & C-23) or the &option of SOP 
98-1 (Staff Adjustment B-6 & C-1 1) fiom the determination of rate base, see Mr. Carver’s direct 
testimony at page 28, lines 5 through 30, and page 45, lines 18-24. The proposed changes in 
depreciation and amortization expense are prospective in nature and are pending ACC 
consideration and determination. Consequently, any ACC ordered changes to depreciation and 
amortization expense will not be and have not been recorded as of the December 3 1,2003, test 
year-end rate base. Depreciation reserve impacts from changed depreciation accrual rates cannot 
occur within the historic test year unless the revised depreciation accrual rates are ordered to be 
booked retroactively to some specified point in time that falls within the test year. No such 
retroactive date has been proposed in this Docket. 

Any test year recognition of future rate base impacts would be inconsistent with the 
historic test year approach and matching/ synchronization discussed in the “test year” section of 
Mr. Carver’s direct testimony (pages 6-10). The components of the ratemaking equation must be 
reasonably balanced and representative of ongoing conditions, yet also matched or synchronized 
within context of the historic test year. Since any balance sheet impact of these adjustments will 
not be recorded by the Company until after a final order is issued by the ACC, it would be 
improper to recognize any rate base effects as of December 2003. 

With respect to income statement adjustments, rather than quantifjhg overall revenue 
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requirement on unadjusted, as recorded results, the Arizona regulatory process typically 
recognizes both normalization and annualization adjustments. It is relatively common for 
depreciation and amortization issues to arise in the context of a review of overall revenue 
requirement. In some proceedings, those changes may have the effect of increasing expense (and 
revenue requirement), while others may decrease expense in relation to test year recorded costs. 
Whenever such changes are proposed by the Company, Staff or an intervenor, it is common to 
recognize annualization adjustments to filly reflect the pro forma effect thereof in determining 
the amount of net operating income available. Otherwise, once the ACC issued its findings on 
the proposed changes to depreciation and amortization expense, there would be no mechanism to 
incorporate the ordered changes in assessing current revenue requirements. In contrast, these pro 
forma changes in expense accruals were not recorded during the test year and will only impact 
rate base prospectively. 

Respondent: Steven Carver 

REQUEST: Qwest 10-2 

In answering this request, please refer to UTI Schedule C-1 1 , Column Cy Line 4 showing 
$14,927 of capitalized and un-depreciated TY costs and UTI Schedule B-6, Column D, 
Line 6 showing the removal of all capitalized but un-depreciated cost from rate base. 

a. Please admit that this adjustment leaves no capitalized but un-depreciated cost 
in rate base. 

Admit Deny 
If your answer to (a) above was anything other than an unqualified admission, 
state in detail and with particularity all of the reasons and factual bases for your 
denial or failure to admit. 

b. Please explain in detail and with particularity all of the reasons and factual 
bases that support why, if SOP 98-1 is adopted for regulatory purposes in 
the 2003 test year, this un-depreciated balance should not he included in 
rate base. 

RESPONSE: 
a. Objection. The question as posed is vague and ambiguous regarding what “costs” are 

being referred to in the statement: “. . .this adjustment leaves no capitalized but un- 
depreciated costs in rate base.” Without waiving the objection, assuming the 
reference is solely to incremental software costs to be capitalized pursuant to SOP 98- 
1, please see page 45, lines 18-24, of Mr. Carver’s direct testimony: 

I I 
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“Since the Arizona regulatory adoption of SOP 98-1 recognized by Staff 
Adjustment C-1 1 is prospective in nature, Staff Adjustment B-6 reduces rate base 
to eliminate all plant in service, depreciation reserve and deferred income tax 
reserve effects improperly imputed by Qwest’s revised Adjustment PFA-03. In 
essence, the Company’s revised adjustment would set rate base as if SOP 98-1 
had been adopted for Arizona regulatory purposes in 1999. Because that 
presumed adoption h as n ot and d id n ot o ccur, i t w ould b e i mproper t o  include 
those amounts in rate base.” 

In this context, prospective capitalization will result in new “capitalized but un-depreciated 
costs” to be recorded subsequent to the historic 2003 test year that may be considered in Qwest’s 
rate base in any future proceedings that involve an evaluation of overall revenue requirement. 

b. The change is prospective in nature. All test year software costs eligible for 
capitalization pursuant to SOP 98-1 were charged to expense in Qwest’s Arizona 
intrastate accounting records. See the response to item (a) above as well as the 
response to Qwest DR 16-1. 

Respondent: Steven Carver , 

REQUEST: Qwest 10-3 

Pages 53 and 54 of the Carver Testimony discuss a negotiated settlement between Staff 
and Qwest in ACC Docket No. T-1051B-99-0105. Please provide a summary of the 
calculation of the revenue requirement to which the parties agreed in the settlement 
agreement that separately identifies the amount of and purpose of each pro forma 
adjustment incorporated into that calculation. Also provide any and all documents 
evidencing an agreement as to any proforma adjustment. 

RESPONSE: 

Mr. Carver is unaware of any specific document memorializing the explicit components of the 
revenue requirement negotiated by Company and Staff in ACC Docket No. T-105lB-99-205. A 

carefid reading of Mr. Carver’s testimony will reveal no claim that such a document exists. With 
regard to the stated positions of the parties in the last rate case c o n c d n g  how the negotiated 
revenue requirement was developed, see the quoted testimonies of Messrs. Bmsch and Redding 
set forth on pages 53-54 of Mr. Carver’s direct testimony in the current Docket. Also, 
Attachment SCC-3 represents a copy of the pre-settlement reconciliation of the revenue 
requirement differences between Company and Staff in Docket No. T-l051B-99-105, identifying 
the issue values discussed in the quoted testimonies. It is Mr. Carver’s understanding that the 
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settlement of revenue requirement issues in the last rate case represented a compromise of 
positions taken by the parties relative to the litigation positions set forth in testimony, not an 
issue by issue resolution of each contested issue. 

REQUEST: Qwest 10-4 

In answering this request, please refer to A.A.C. R14-2-510(G). 

a. Is it your position that Arizona utilities are required to seek and receive 
Arizona Corporation Commission approval to incorporate a chadge in 
accounting method, mandated by the Uniform System of Accounts, for 
Arizona regulatory accounting purposes? 

b. If your answer to subpart (a) of this request is yes, please identify (and 
include specific citations to) any and all provisions of the Arizona Revised 
Statues, Arizona Administrative Code and/or the Arizona Corporation 
Commission order that supports your response. 

c. If your answer to subpart (a) of this request is no, please identify the 
regulatory requirements for making changes in accounting method for 
Arizona regulatory accounting purposes you believe utilitids are required to 
satisfy in Arizona and provide any and all documents that support your 
answer. 

d. Please explain whether, and if so, how your position as stated in response to 
this request (see also Page 45 of the Carver Testimony and in corresponding 
Adjustments B-6 and C- 11) comports with A.A.C. 
R14-2-510, and provide copies of any and all documents that informs or 
supports your explanation. 

RESPONSE: 
a. Objection, this question calls for a legal analysis, conclusion or opinion. Without 
waiving the objection, a review of Mr. Carver’s testimony reveals that he does not cite to 
or rely upon A.C.C R14-2-510(G). Mr. Carver’s testimony addresses various regulatory 
accounting issues in the context of how and when changes in accounting should be 
recognized for revenue requirement purposes. Through revised responses to Staff 
discovery, Qwest appears to have relied upon a revised interpretation of Arizona 
accounting requirements to support an accounting convention benefiting the Company by 
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dramatically increasing overall revenue requirement - an interpretation at variance with 
the position of m e s t  witness Redding in Docket No. T-1051B-99-105 and Qwest’s 
actual accounting for SOP 98-1 and FAS106 for Arizona regulatory reporting purposes. 

Other than requiring Qwest to maintain its books and records in collformity with 
the FCC USOA, Mr. Carver does not believe that this Rule addresses or is dispositive of the 
ratemaking treatment to be afforded any specific accounting change for -Arizona regulatory 
purposes. In fact, w e s t  has maintained an offbook accounting system for many years to 
recognize differences in jurisdictional accounting that exist between the FCC and the state 
jurisdictions in which the Company provides regulated telecommunications service. Further, Mr. 
Carver does not interpret the cited rule as ceding any authority to the FCC regarding accounting 
methodologies used for Arizona revenue requirement purposes. 

In the context of the above discussion, Mr. Carver does not believe that A.C.C 
R14-2-510(G) requires Arizona utilities to seek ACC approval prior to recognizing an FCC 
adopted change in accounting method for Arizona accounting and reporting purposes. However, 
Mr. Carver also believes that the cited Rule does not automatically adopt any FCC accounting 
change for Arizona regulatory reporting or ratemaking purposes. Instead, A.C.C R14-2-510(G) 
provides a common accounting framework as a base line for accounting purposes, thereby 
avoiding undue regulatory oversight or requiring an administratively burdensome accounting 
approval process. 

b. 

C. 

d. 

Objection, this question calls for a legal analysis, conclusion or opinion. 
Without waiving this objection, see the response to item (a) above. Mr. 
Carver believes that ratemaking determinations of changes in accounting 
methodology that significantly impact revenue requirement are reasonably 
expected to be resolved witbin rate case proceedings. This belief is not 
predicated on any statutory, constitutional or rulemaking authority, but 
rather an understanding that rate case issues can, and often do, arise b m  
accounting changes that have been adopted by the FCC andor have 
become GAAP. 

Objection, this question calls for a legal analysis, conclusion or opinion. 
Without waiving this objection, see the response to items (a) and (b) 
above. 

Objection, this question calls for a legal analysis, conclusion or opinion. 
Without waiving this objection, to the extent this subpart refers to Mr. 
Carver’s direct testimony regarding SOP 98-1 (pages 45-55 and Staff 
Adjustments B-6 & C-1 l), Mr. Carver believes that the above discussion 
comports with both A C C  R14-2-51qG) and the cited testimony. 
Further, Mr. Carver would observe that it is w e s t  that has changed its 
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e. accounting position regarding SOP 98-1 and Arizona accounting 
requirements. Please refer to pages 48-52 and 55-56 of Mr. Carver’s 
direct testimony on this issue. 

Respondent: Steven Carver 

REQUEST: wes t  10-5 

Is it your position that Arizona utilities must seek and receive Arizona Corporation 
Commission approval to incorporate a change in accounting method mandated by the 
Uniform System of Accounts for cost-of-service ratemaking purposes? 

a. If your answer to this request is yes, please identi@ (and include specific 
citations to) any and all provisions of the Arizona Revised Statues, Arizona 
Administrative Code and/or the Arizona Corporation Commission order 
that supports your response. 

b. If your answer to this request is no, please identify any regulatory 
requirements for making changes in accounting method for cost-of-service 
ratemaking purposes you believe utilities are required to satisfL in Arizona 
and provide any and all documents that support your answer. 

c. Please explain whether, and if so, how your position as stated in response 
to this request (see also Page 45 of the Carver Testimony and in 
corresponding Adjustments B-6 and C-I 1) comports with A.A.C. 
R14-2-5 10, and provide copies of any and all documents that informs or 
supports your explanation. 

RESPONSE 10-5 
Objection, this question calls for a legal analysis, conclusion or opinion. Without waiving 

this objection, see the response to Qwest Data Request 10-4, which addresses the distinction 
between revenue requirement rtcognition of changes in accounting method versus the 
accounting for changes in the Uniform System of Accounts (USOA) definitions, treatments and 
methodologies. Mr. Carver does not believe than any USOA changes mandate Arizona cost of 
service or ratemaking treatments. 
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Mr. Carver believes that resolution of ratemaking treatment of accounting changes that 
significantly impact revenue requirement is properly addressed within the context of ratemaking 
proceedings. This belief is not predicated on any statutory, constitutional or rulemaking 
authority, but rather an understanding that rate case issues can, and often do, arise from 
accounting changes that have been adopted by the FCC andor have become G M .  

Respondent: Steven Carver 

REQUEST: Qwest 10-6 

Are you aware of any Arizona requirement specific to Qwest to seek prior approval of the 
Arizona Corporation Commission before implementing amendments by the Federal 
Communications Commission to its Uniform System of Accounts for purposes of maintaining 
its books and records? If so, please identify the some  of the requirement, identify w hen the 
requirement first became effective, and provide a copy of any and all documentation that 
supports your answer 

RESPONSE: 10-06 
Mr. Carver is not aware of any Arizona specific rule requiring Qwest to seek approval to 

adopt amendments to the FCC USOA for accounting purposes. Mr. Carver does not believe that 
the absence of such a requirement is dispositive of the revenue requirement and ratemaking 
treatment to be afforded any specific accounting amendment or change for Arizona regulatory 
pwposes. As noted in the response to Qwest DR 10-4, Qwest has maintained an oflbook 
accounting system for many years to recognize differences in jurisdictional accounting that exist 
between the FCC and the state jurisdictions in which the Company provides regulated 
telecommunications service. The Arizona Corporation Commission is not obligated to adopt 
each accounting change that may be implemented pursuant to Generally Accepted Accounting 
F’ractices or the FCC Part 32 USOA for intrastate ratemaking purposes. Differences in 
accounting methods or the timing of adoption of changes in accounting methods frequently give 
rise to offbook accounting for the jurisdictional differences on Qwest’s books and records. 

Further, Messrs. Carver and Brosch have been involved in every Qwest rate case in 
Arizona since the late 1980’s and several Company proceedings in other jurisdictions (Utah, 
New Mexico and Washington). It is not uncommon for the State jurisdictions to adopt 
accounting methods or procedures that differ from the FCC - resulting in the maintenance of 
offbook accounting records. Under the theory suggested by the discovery request, it would 
appear that Qwest now holds the position that there is no need to maintain any offbook records in 
Arizona. In particular, Qwest now seems to believe that its offbook accounting for SOP 98-1 
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was inappropriate and seeks to retroactive adopt the capitalization of internal-use-sohare back 
to 1999 -the very time when Qwest opposed 

Mr. Carver’s recommendation on behalf of the ACC &if€ to adopt SOP 98-1 in the 1999 
test year employed in Docket No. T-1051B-99-105. 

Respondent: Steven Carver 

REQUEST Qwest 10-7 

Are you aware of any Arizona requirement specific to Qwest to seek prior approval of the 
Arizona Corporation Commission before implementing amendments by the Federal 
Communications Commission to its Uniform System of Accounts for purposes of cost of 
service ratemaking? If so, please identirjl the source of the requirement, identify when the 
requirement first became effective, and provide a copy of any and all documentation that 
supports your answer. 

RESPONSE: 
Please see the responses to Qwest Data Requests 10-4,lO-5 and 106. 

REQUEST: Qwest 10-8 

Please state whether Mr. Carver’s responses to Nos. 9-4 through 9-7 above differ from 
Staffs and identifjl and explain those differences, if any, with specificity. 

RESPONSE: 
The responses to the referenced questions answered by Mr. C arver were prepared for and on 
behalf of Staff. 

Respondent: Steven Carver 

10-9 omitted. 

REQUEST: Qwest 10-10 

In answering this request, please refer to Page 58 of the Carver Testimony (Lines 10 and 11)’ 
which explains that the Federal Communications Commission adopted SOP 98-1 for interstate 



Arizona Corporation Commission 
Qwest CorDoration - PEG-RIG 

Rebuttal Exhibits of Philip E Grate 
Docket No T-01051B-03-0454 

December 20, 2004 
Page 9 of 11 

ARIZONA CORPORATION COMMISSION 
STAFF'S RESPONSE TO QWEST CORPORATION'S 

TENTH SET OF DATA REQUESTS 
Docket Nos.: T-01051B-03-0454 and T-00000D-O0-0672 

regulatory purposes in 1999, and Page 49 of the Carver Testimony (Line 23). Please identify 
(and include specific citations to) any and all provisions of the Arizona Constitution, Arizona 
Revised Statutes, Arizona Administrative Code, or Arizona Corporation decision or order that 
requires a Arizona Corporation Commission decision to adopt an accounting method change that 
has already been incorporated by the Federal Communications Commission into its Uniform 
System of Accounts part 32). In providing these citations, please include specific page and line 
numben citation. 

RESPONSE: 
Objection. This question is ambiguous. The question as posed refers, in part, to page 58, lines 
10-1 1 , of Mr. Carver's direct testimony on the subject of the FCC's adoption of SOP 98-1. The 
subject of Mr. Carver's testimony at page 58 concerns FAS106 and OPEB cost recovery in 
Arizona. Presumably, Qwest intended to direct the question to lines 10-11 of page 48 of Mr. 
Carver's direct testimony. 

Mr. Carver is not aware of any such requirements. On the other hand, Staff does not 
believe that the FCC's adoption of accounting changes within Part 32 of its rules is pre-emptive 
of ACC determination regarding the adoption of such accounting changes for intrastate 
accounting or ratemaking purposes. 

Mr. Carver believes that resolution of ratemaking treatment of accounting changes that 
significantly impact revenue requirement is properly addressed within the context of ratemaking 
proceedings. This belief is not predicated on any statutory, constitutional or rulemaking 
authority, but rather an understanding that rate case issues can, and often do, arise from 
accounting changes that have been adopted by the FCC andor have become GAAP. Also, 
please see the responses to Qwest Data Requests 10-4,lO-5,lO-6 and 10-7. 

Respondent: Steven Carver 

REQUEST: Qwest 10-1 1 
In Arizona Corporation Commission Docket No. T- 105 1B-99- 105, Mr. Carver testified (see 
Pages 64-65 of the Direct Testimony of Steven C. Carver) that Qwest (then U S WEST) had 
'lpreviously sought regulatory approval and ratemaking treatment" for the following five 
accounting method changes: 

1. Capital to expense shifts resulting from the adoption of the "new" uniform system 
of the accounts prescribed by the FCC (Le., Part 32); 

2. Change in accounting fiom the cash method to the a c c d  method of 
accounting for the compensated absences, merit awards and medicaVdmtal 
expenses; 
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3. Increase in the capitalization rules from $200 to $500, allowing the 
expensing of qualifying "small value" assets; 

4. Increase in the capitalization rules from $500 to $2,000, allowing the expensing 
of qualifying "small value" assets; 

5. Adoption of the FAS 87 accrual method of accounting for pension 
costs. 

Please cite the specific page and line of the applicable Arizona Corporation Commission 
decision or order evidencing that Qwest sought and the Arizona Corporation Commission 
granted approval of these accounting method changes. 

RESPONSE: 

Objection, this question seeks publicly available information which is as readily accessible 
to Qwest as it is to St&. The question would appear to require Mr. Carver and the Staff to 
research the Arizona regulatory history of issues that were not raised in Mr. Carver's testimony in 
the pending proceeding. Qwest is able to access publicly available infomation and research past 
regulatory decisions of the Commission, without imposing the burden to conduct such research 
upon the S t s .  Qwest may obtain copies of all prior ACC decisions from the ACC Docket 
Control Center during normal busin- hours. 

Respondent: Steven Carver 

REQUEST: Qwest 10-12 
In Arizona Corporation Commission Docket No. T- 1051B-93- 183, Mr. Carver testified (see 
Pages 49 of the Direct Testimony of Steven C. Carver) that "any allowance of the TBO 
amortization be partially offset by the fill amount of the one-time revenue accounting transition 
charges recorded during the test year." In addition, Mr. Carver testified that the two onetime 
changes in revenue accounting that occurred during the relevant test year were: 

0 A June 1992 change from the cash to the accrual method of reporting 
public telephone revenues; and 

0 A March 1993 change in the method of accruing for Billing and Collections 
revenue. 

Please identifL with reference to the specific page and line of both the testimony of 
Qwest (then U S WEST) and the Arizona Corporation Commission decision or 
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order evidencing that Qwest (then U S WEST) sought and the Arizona Corporation 
Commission granted approval of these accounting changes. 

RESPONSE: 
Objection. See the objection to Qwest Data Request 10-1 1. Mr. Carver’s cited testimony in 

Docket No. E-1051-93-183 did not allege that Qwest, then U S West, had sought ACC approval 
to record the identified revenue accounting changes, 

Respondent: Steven Carver 

REQUEST: Qwest 10-13 
In Arizona Corporation Commission Docket No. T-1051B-99-105, hk. Carver testified (see 
Pages 53, Line 4 through Page 54 of the Direct Testimony of Steven C. Carver): 

Q. Earlier, you indicated that the Company’s last rate case was resolved by negotiated 
settlement. How do you know that w e s t  was not indirectly granted regulatory 
authority to adopt SOP 98- 1 for Arizona intrastate purposes in that proceeding? 

A. These passages.. .clearly establish that major issues raised by Staff, such as SOP 98-1, 
were vigorously disputed by Qwest and should be considered to have no guiding precedent 
in hture rate proceedings. 

Admit that under the Settlement Agreement filed in Arizona Corporation 
Commission Docket No. T- 1051B-99-105 on April 19,2001, the accounting 
adjustments set forth in the testimony of Staff and Qwest (filed before a settlement was 
reached) were not incorporated into the Settlement Agreement and do not constitute 
precedent for fiture rate proceedings. 

Admit 
If your answer to this request was anything other than an unqualified admission, 
state in detail and with particularity all of the reasons and factual bases for your 
denial or failure to admit. 

RESPONSE: 
Objection, this question is ambiguous. The discovery request cites to Mr. 

Carver’s testimony in Docket No. T-1051B-99-105, pages 53-54, regarding SOP 98-1. In 
this context, the discovery question posed by Qwest is unclear and unintelligible, in so far 
as the cited portion of Mr. Carver’s testimony in the last rate case concerned incentive 
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Philip E. Grate, of lawful age being first duly sworn, deposes and states: 

1. My name is Philip E. Grate. I am State Finance Director for Qwest 
Corporation in Seattle, Washington. I have caused to be filed written rebuttal 
testimony in Docket No. T-01051 B-03-0454 and T-00000D-00-0672. 

2. I hereby swear and affirm that my answers contained in the attached 
testimony to the questions therein propounded are true and correct to the 
best of my knowledge and belief. 

Further affiant sayeth not. 

V P h j h z .  Grate 

RIBED AND SWORN to before me this ay of December, 2004. 

Notary Public 

I sion Expires: 7 / i o  l a 7  
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EXECUTIVE SUMMARY 

The Reproduction Cost New Less Depreciation (RCNLD) study filed by QWEST in this 
proceeding in Exhibit N ” - 2  was developed using the same methodology used in previous 
RCNLD studies for Qwest’s predecessor U S WEST Communications, which were accepted with 
approval by the Arizona Corporation Commission (ACC). This methodology is based on the 
vintage group depreciation procedure. 

However, as noted in Staff witness William Dunkel’s testimony, because the Equal Life Group 
(ELG) procedure has been approved for many of Qwest’s plant accounts for plant installed in 1982 
and later, the ELG depreciation procedure should be used to calculate the RCNLD value for these 
accounts and vintages. The revised RCNLD study is presented in Exhibit N ” - l R  to 
Ms. Hughes’s rebuttal testimony. 

Upon making corrections to the RCNLD Study to reflect ELG depreciation, where appropriate, the 
Reproduction Cost New and RCNLD value of the Arizona plant in service of Qwest as of 
December 3 1,2003 is shown below. 

Reproduction Cost New ........................ $8,348,462,715 

Reproduction Cost New 
Less Depreciation ............................... $3,764,710,307 

Condition Percent .................................. 45% 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q- 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

PLE 

h z o n a  Corporation Commission 
Docket Nos. T-0 105 1B-03-0454 and T-00000D-00-0672 

Qwest Corporation 
Rebuttal Testimony of Nancy Heller Hughes 

Page 1, December 20,2004 

IDENTIPICATION OF WITNESS 

SE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS. 

My name is Nancy Heller Hughes. I am a Senior Director in the Seattle office of R. W. Beck, 

Inc. My business address is 1001 Fourth Avenue, Suite 2500, Seattle, Washington 98154-1004. 

ARE YOU THE SAME NANCY HELLER HUGHES THAT FILED DIRECT TESTIMONY IN 

THIS PROCEEDING? 

Yes, I am. I previously filed direct testimony on behalf of Qwest in this proceeding. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

The purpose of my rebuttal testimony is to comment on the direct testimony of William Dunkel 

filed on behalf of Staff regarding the Reproduction Cost New Less Depreciation (RCNLD) value 

of Qwest’s plant in service in Arizona as of December 3 1,2003. 

METHODOLOGY 

DID YOU PREPARE THE RCNLD STUDY PREVIOUSLY FILED BY QWEST IN THIS 

PROCEEDING? 

Yes. The RCNLD study as of December 3 1,2003 filed as Exhibit N ” - 2  was prepared under 

my direction. 
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WHAT COMMENTS DOES MR. DUNKEL HAVE REGARDING THE RCNLD STUDY 

THAT WAS FILED WITH YOUR DIRECT TESTIMONY? 

Mr. Dunkel proposes two revisions to Qwest’s RCNLD study: 

1. Staffs recommended depreciation lives and survivor curves should be used to calculate 

the RCNLD value and resulting condition percent. 

The remaining life years should be calculated using the equal life group (ELG) 

procedure, not the vintage group (VG) procedure that was used in the RCNLD study 

2. 

filed in my direct testimony. 

IS USE OF THE EQUAL LIFE GROUP PROCEDURE IN THE RCNLD STUDY 

APPROPRIATE? 

Yes. By order dated January 7,2000 in Docket No. T-0105 1B-97-0689, the Commission 

affirmed that Qwest’s Arizona depreciation rates should be calculated using the ELG approach 

following Federal Communications Commission (FCC) rules and guidelines. The FCC 

approved the use of ELG depreciation for certain plant accounts in Arizona in 1982. Therefore, 

the ELG procedure should have been used in the RCNLD study to calculate the remaining lives 

and average service lives for certain plant accounts and vintages. 

DID MR. DUNKEL PREPARE A REVISED RCNLD STUDY BASED ON HIS 

RECOMMENDATIONS? 

Yes. Mr. Dunkel prepared RCNLD analyses calculated using 1) Staffs recommended 

depreciation parameters and 2) the currently prescribed depreciation parameters used by Qwest. 

The results of Mr. Dunkel’s revised RCNLD studies can be found in Schedule WDA-17 to 

Mr. Dunkel’s testimony. 
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Q. DO YOU HAVE ANY COMMENTS REGARDING MR. DUNKEL’S RCNLD STUDIES? 

A. Yes. First, Qwest does not agree with Staffs recommended depreciation lives as addressed in 

the rebuttal testimony of Dennis Wu. The RCNLD study should be calculated using the 

currently prescribed depreciation lives and survivor curves. Second, although I agree that the 

remaining life years and average service lives by vintage should have been calculated using the 

ELG procedure for those accounts and vintages that are depreciated using ELG, the 

methodology used in Mr. Dunkel’s RCNLD analysis incorrectly truncates the data after the 

remaining life reaches 0.50 year. Third, the surviving plant balances used in Mr. Dunkel’s 

analysis for three plant accounts (Account 2422, Underground Cable-Metallic; Account 2423, 

Buried Cable-Metallic; and Account 2426, htrabuilding Cable-Non Metallic) include plant for 

the 1925 vintage which should be excluded from the analysis. 

Q. 

A. 

HAVE YOU RECALCULATED THE RCNLD VALUE USING THE ELG METHODOLOGY? 

Yes, I have. My revised RCNLD study reflecting ELG depreciation and Qwest’s currently 

prescribed depreciation lives and survivor curves is provided in Exhibit N ” - l R  to my rebuttal 

testimony. 

Q. WHAT LIFE EXPECTANCIES DID YOU USE IN THE REVISED RCNLD STUDY IN 

EXHIBIT “-1R TO YOUR REPLY TESTIMONY? 

A. I used the remaining life and average service life years in the generation arrangement tables 

prepared by Qwest for each plant account which reflect the prescribed survivor curves and 

average service lives approved by the Commission in Decision No. 62507. For accounts and 

vintages that are depreciated using the ELG procedure, the remaining lives and average service 

lives were calculated using ELG depreciation. For the other vintages, the remaining lives and 
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average service lives were calculated using VG depreciation. See for example, the RCNLD 

analysis for Account 2232, Circuit Digital located at page 25 of Exhibit N”-1R.  As shown on 

the table, the years 1983 through 2003 are noted with an asterisk indicating vintage years that are 

depreciated using ELG depreciation. The years 1982 and earlier are depreciated using VG 

depreciation. 

EARLIER YOU STATED THAT MR. DUNKEL’S RCNLD STUDY INCORRECTLY 

TRUNCATES THE ANALYSIS AFTER THE REMAINING LIFE REACHES 0.50 YEAR. 

PLEASE EXPLAIN. 

The best way to explain the error in Mr. Dunkel’s RCNLD analyses is to compare his 

calculations with my calculations for a sample account. Exhibit NHH-2R is a copy of 

Mr. Dunkel’s RCNLD analysis and my RCNLD analysis for Account 2423, Buried Cable- 

Metallic. Please note that both analyses are based on Qwest’s prescribed depreciation 

parameters. (A copy of Mr. Dunkel’s RCNLD analysis using Qwest’s depreciation parameters 

was provided in the work papers to Mr. Dunkel’s testimony.) As shown in Column H of 

Mr. Dunkel’s analysis, once the remaining life equals 0.50 year (1968 vintage), the remaining 

life for all older vintages (1 967 and prior years) is equal to zero, even though there is surviving 

plant in these vintages. As a result, the RCNLD value in column K for these vintages is equal to 

zero and the value of this older plant is not included in the total RCNLD value. The end result is 

that the condition percent (which is equal to the ratio of the RCNLD value divided by the 

Replacement Cost New (RCN) value) is understated. By comparison, the remaining life in my 

analysis is held constant at 0.50 year for the older surviving plant vintages to reflect the fact that 

although the plant is nearly fully depreciated it is still in service and has some value. 
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Q. 

A. 

Q. 

A. 

PLEASE DESCRIBE THE ERROR IN MR. DUNKEL’S RCNLD ANALYSES REGARDING 

THE SURVIVING PLANT BALANCES FOR ACCOUNT 2422, UNDERGROUND CABLE - 

METALLIC; ACCOUNT 2423, BURaED CABLE - METALLIC; AND ACCOUNT 2426, 

INTRABUILDING CABLE - NON METALLIC. 

A copy of Mr. Dunkel’s RCNLD analysis for Account 2422, Underground Cable-Metallic; 

Account 2423, Buried Cable-Metallic; and Account 2426, Intrabuilding Cable-Non Metallic is 

provided in Exhibit N”-3R.  For each of these accounts, Mr. Dunkel’s analysis shows a large 

surviving plant balance in the year 1925 that should have been excluded from the analysis. (In a 

previous rate case, Staff recommended that the 1925 vintage plant should be excluded from the 

depreciation analysis and Qwest agreed to exclude these amounts. The surviving plant balances 

used in my RCNLD study are consistent with the numbers filed in Qwest’s Depreciation 

Schedule 8 filed as part of this rate case.) When the Telephone Plant Index is applied to the 

1925 vintage plant balances, the trended RCN cost is quite large. For example, for Account 

2422, Underground Cable-Metallic, the RCN value for the 1925 vintage plant is equal to 

$64,291,175, which overstates the RCN value for the account by approximately 9.5 percent. In 

addition, because the data is truncated after the remaining life equals 0.50 year, there is no 

RCNLD value associated with this vintage. The result of the error in Mr. Dunkel’s analysis is to 

understate the condition percent for the three accounts identified, 

WHAT IS THE EFFECT OF CORRECTING THESE TWO ERRORS IN MR. DUNKEL’S 

RCNLD ANALYSIS? 

The effect of correcting Mr. Dunkel’s analysis so that 1) the data is not truncated after the 

remaining life of the plant reaches 0.50 year, and 2) the 1925 vintage plant balances are 

eliminated from Accounts 2422,2423 and 2426, is to increase Mr. Dunkel’s total RCNLD value 
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by $3,117,877. This amount is based on Staffs recommended depreciation lives and survivor 

curves, which Qwest does not agree with. 

CONCLUSION 

Q. PLEASE SUMMARIZE THE ASSUMPTIONS AND FACTORS REFLECTED IN YOUR 

REVISED RCNLD STUDY PRESENTED IN EXHIBIT NHH-lR. 

A. The revised RCNLD study presented in Exhibit N " - I R  reflects the following assumptions and 

factors: 

1. 

2. 

Qwest's current prescribed depreciation lives and survivor curves are used in the analysis. 

The remaining life years and average service lives are calculated using the ELG 

procedure for those accounts and vintages that are depreciated using ELG. 

The remaining life for older vintages with surviving plant balances is assumed to be 

equal to 0.50 year (Le., no truncation of data after the remaining life reaches 0.50 year). 

For Account 2422, Underground Cable-Metallic; Account 2423, Buried Cable-Metallic; 

and Account 2426, Intrabuilding Cable-Non Metallic, the surviving plant balance for 

vintage year 1925 is equal to zero. 

3. 

4. 

Q. 

A. 

WHAT ARE THE RESULTS OF YOUR REVISED RCNLD STUDY? 

Based on the results of my revised RCNLD study, the total estimated RCN and RCNLD values 

of the Arizona plant in service of Qwest as of December 31,2003 are equal to: 

Reproduction Cost New .......................... $8,348,462,715 
Reproduction Cost New 

Less Depreciation ................................ $3,764,710,307 
Condition Percent ................................... 45% 
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Detailed work papers showing the calculation of the revised RCNLD are provided in Exhibit 

N " - l R  to this rebuttal testimony. 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

A. Yes, it does. 
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Nancy Heller Hughes, of lawful age being first duly sworn, deposes and 
states: 

1, My name is Nancy Heller Hughes. I am Senior Director of R. W. Beck, Inc., in 
Seattle, Washington and am appearing on behalf of Qwest Corporation. I 
have caused to be filed written rebuttal testimony in Docket No. T-01051 B-03- 
0454 and T-00000D-00-0672. 

2. I hereby swear and affirm that my answers contained in the attached 
testimony to the questions therein propounded are true and correct to the 
best of my knowledge and belief. 

Further affiant sayeth not. 

SUBSCRIBED AND SWOR 
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I to before me this 4 day of December, 2004. 
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REBUTTAL EXHIBIT NHH-1R 

Calculation of RCNLD Value as of December 31,2003 
Based on the ELG Depreciation Method 
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Table I 

QWEST COMMUNICATIONS, INC. 

REPRODUCTION COST NEW LESS DEPRECIATION 
VINTAGE PLANT 

A5 of December 31,2003 

Reproduction 
Original Reproduction Cost New Less 

cost Cost New Depreciation Depreciation 

$7,906,181,526 $4,520,547,562 $3,385,633,964 Vintage Plant ’ $6,405,382,861 

Land 12,812,913 12,812,913 0 12,812,913 

Artwork 126,381 126,381 0 126,381 

Unregulated Plant * 92,578,697 92,578,697 38,775,506 53,803,191 

Other Plant 336,763,198 336,763,198 24,429,341 31 2,333,858 

Total Arizona Plant $6,847,664,050 $8,348,462,715 $4,583,752,408 $3,764,710,307 

’ See Table 2 

* SeeTable3 

SeeTable4 
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Table 2 

QWEST COMMUNICATIONS, INC. 

REPRODUCTION COST NEW LESS DEPRECIATION 
VINTAGE PLANT 

As of December 31,2003 

Original Telephone Reproduction 
cost Plant Reproduction Condition Cost New Less 

Account Description 12/31/2003 Translator Cost New Percent Depreciation 

2112 
21 14 
2115 
21 16 
2121 
2122 
2123 
2123 
2124 
2212 
2220 
2231 
2232 
2362 
241 1 
2421 
2422 
2423 
2424 
2426 
2431 
2441 

Motor Vehicles 
Special Purpose Vehicles 
Garage Work Equip 
Other Work Equip 
Buildings 
Furniture 
Office Equipment 
Company Comm Equip 
Gen Purpose Computer 
Digital SW Equip 
Operator Systems 
Radio Systems 
Circuit Equip 
Other Term Equip 
Pole Lines 
Aerial Cable 
Underground Cable 
Buried Cable 
Sub Cable 
Intra Bldg Cable 
Aerial Wire 
Conduit Systems 

Total Vintage Plant 

$70,640,813 
25,794 

I ,518,694 
38,319,200 
238,125,666 
1,770,500 
5,913,204 
2,428,544 
96,308,662 

1,134,442,323 
2,507,979 
32,674,980 

1,732,041,544 
61 ,I 15,593 
52,703,591 
207,629,853 
569,838,528 

1,651,782,380 
2,572 

44,379,536 
10,998,432 
450,2 14,473 

$6,405,382,861 

1.042 
1.267 
1.199 
1.053 
1.815 
1.170 
1.035 
1.056 
0.187 
0.788 
1.157 
1.122 
0.992 
0.968 
,793 
.725 
,542 
,335 
,770 
,839 
,454 

$73,623,095 
32,690 

1,821,162 
40,359,39 1 
432,299,957 
2,071 ,I 62 
6,122,920 
2,565,553 
18,004,749 
894,056,694 
2,902,342 
36,669,330 

1,718,536,462 
59,157,645 
199,908,134 
358,179,832 
878,963.480 

2,204,960,104 
4,552 

81,620,596 
15,986,235 

1.951 878,335,439 

$7,906,181,526 

46.1% 
26.4% 
64.5% 
56.4% 
65.4% 
56.9% 
37.8% 
50.7% 
38.1% 
69.5% 
36.5% 
34.7% 
75.0% 
92.5% 
58.0% 

29.9% 
43.2% 

0.0% 
38.8% 
49.0% 

28.6% 

$33,922,236 
8,624 

1,174,063 
22,743,511 
282,893,297 
1,178,404 
2,316,209 
1,301 ,I 47 
6,867,921 

621,631,126 
1,060,348 
12,711 ,I 08 

1,288,163,736 
54,714,571 
115,854,620 
102,450,768 
262,935,034 
952,160 ,I 36 

0 
31,631,572 
7,831,234 

56.3% 494,617,923 

$4,298,167,585 



Account Description 
21 12 Motor Vehicles 
2124 Computers 
2212 Switching Equipment 
2231 Radio Equip 
2232 Circuit Equipment 
231 1 Station Apparatus 
2351 Public Telephone 
2362 Other Term Equip 
2421 Aerial Cable 
2422 Underground Cable 
2423 Buried Cable 

Total Non-Regulated Accounts 

Table 3 

QWEST COMMUNICATIONS, INC. 

REPRODUCTION COST NEW LESS DEPRECIATION 
NONREGULATED ACCOUNTS 

As of December 31,2003 

12/31/2003 
Original 

cost 
$628,005 

0 
20,633,339 

216,463 
16,596,544 
32,899,496 
21,555,092 

50,000 
0 

(24;) 

$92,578,697 

12/31/2003 
Reserve 
Balance 

($260,853) 
45 

16,325,072 
115,909 

(2,757,761) 
12,361,534 
12,759,009 

15,708 

59 
216,435 

$38,775,506 

348 

12/31/2003 
Net 

Plant 
$888,857 

4,308,267 
100,554 

1 9,354,305 
20,537,962 
8,796,084 

34,292 
(348) 
(302) 

(45) 

(216,435) 

$53,803,191 

Telephone 
Plant 

Translator 
1 .oo 
1.00 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 4 of 47, December 20,2004 

Reproduction 
Cost New 

$628,005 
0 

20,633,339 
216,463 

16,596,544 
32,899,496 
21,555,092 

50,000 
0 

(243) 

$92,578,697 

Reproduction 
Cost New Less 

Depreciation 
$888,857 

4,308,267 
100,554 

19,354,305 
20,537,962 
8,796,084 

34,292 

(45) 

(348) 
1302j 

(216.435) 

$53,803,191 



Table 4 

QWEST COMMUNICATIONS, INC. 

REPRODUCTION COST NEW LESS DEPRECIATION 
OTHER ACCOUNTS 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 5 of 47, December 20,2004 

A s  of December 31,2003 

Account Description 
2681 Capital Leases - Buildings 
2681 Capital Leases - Vehicles 
2681 Capital Leases - Software 
2681 Capital Leases - Other 

2682 Leaseholds - Buildings 
2682 Leaseholds - Computers 

2690 Intangibles - Org Fees 
2690 Intangibles - Other 

2690 Intangibles -Software 
2003 Under Construction - Short Term 

12/31/2003 12/31/2003 12/31/2003 

Cost B a I a n c e Plant 
Original Reserve Net 

$0 ($35,548) $35,548 
15,713 12,167 3,546 

4,431,831 2,960,693 1,471.1 38 
684,601 36,929 647.672 

32,740,973 27,424,606 5,316,367 
0 (9,020) 9,020 

0 (51,812) 51,812 
29,405 (5,908,674) 5,938,079 

270,377,124 0 270,377,124 
25,471.555 0 25.471.555 

Telephone 
Plant 

Translator 
1 .oo 
1 .oo 
1-00 
1 .oo 

1 .oo 
1 .oo 
1 .oo 
1.00 

1 .oo 
1 .oo 
1 .oo 

Reproduction 
Cost New 

$0 
15,713 

4,431,831 
684,601 

32,740,973 
0 

0 
29,405 

270,377,124 
25,471,555 
2.642.220 

Reproduction 
Cost New Less 
Depreciation 

$35,548 
3,546 

647,672 

5,316,367 
9,020 

1,471,138 

51,812 
5,938,079 

270,377,124 
25,471,555 
2.642.220 2004 Under Construction - Long Term 2,642,220 0 2,642,220 

2006 Non-Operating Plant 369,776 0 369,776 1.00 369,776 369,776 
Total Other Accounts $336,763,198 $24,429,341 $312,333,858 $336,763,198 $31 2,333,a58 



Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 Qwest Lives 

Reproduction Cost New Less Depreciation 
Vintage Plant 

Docket Qwes. No. Corporation T-00000D-00-0672 - NHH-l 

Exhibits of Nancv Heller Huahes 
As of December 31,2003 Page 6 of 47, December 20,5004 

Orignial Telephone 
Condition Reproduction 
Percent Cost New 

Account cost Plant Reproduction (% of Life Less 
Number Category 1 213 1 I03 Translator Cost New Remaining) Depreciation 

B C D E 
i 

21 12 Motor Vehicles 
21 14 Special Pupose Vehicles 
21 15 Garage Work Equipment 
21 16 Other Work Equipment 
2121 Buildings 
2122 Furniture 

2123.1 Office Equipment 
2123.2 Company Communications Equipment 

2124 General Purpose Computer 
2212 Digital Switching Equipment 
2220 Operator Systems 
2231 Radio Systems 
2232 Circuit DDS 
2232 Circuit Digital 
2232 Circuit Analog 
2362 Other Terminal Equipment 
241 1 Pole Lines 
2421 Aerial Cable - Metallic 
2421 Aerial Cable - Non Metallic 
2422 Underground Cable - Metallic 
2422 Underground Cable - Non Metallic 
2423 Buried Cable - Metallic 
2423 Buried Cable - Non Metallic 
2424 Submarine Cable - Metallic 
2424 Submarine Cable - Non Metallic 
2426 lntrabuilding Cable - Metallic 
2426 lntrabuilding Cable - Non Metallic 
2431 Aerial Wire 
2441 Conduit Systems 

TOTAL 

A 

70,640,813 
25,794 

1,518,694 
38,319,200 

238,125,666 
1,770,500 
5,913,204 
2,428,544 

96,308,662 
1,134,442,323 

2,507,979 
32,674,980 

5,472,751 
1,687,132,597 

39,436,196 
61 , I  15,593 
52,703,591 

198,306,710 
9,323,143 

387,857,802 
181,980,726 

1,628,171,174 
23.61 1,206 

2,572 
0 

43,325,426 
1,054,110 

10,998,432 
450,214,473 

6,405,382,861 

1.042 
1.267 
1.199 
1.053 
1.815 
1.170 
1.035 
1.056 
0.187 
0,788 
1.157 
1.122 
0.987 
0.992 
1.005 
0.968 
3.793 
1.752 
1.154 
1.752 
1.096 
1,338 
1.111 
1.770 
0.000 
1.857 
1.123 
1.454 
1.951 

73,623,095 
32,690 

1,821,162 
40,359,391 

432,299,957 
2,071,162 
6,122,920 
2,565,553 

18,004,749 
894,056,694 

2,902,342 
36,669,330 
5,400,555 

1,673,497,550 
39,638,357 
59,157,645 

199,908,134 
347,423,150 

10,756,682 
679,518,893 
199,444,587 

2,178,731,279 
26,228,825 

4,552 
0 

80,436,382 
1,184,215 

15,986,235 
878,335,439 

1.234 7,906,181,526 

40.45% 
27.41 % 

59.30% 
59.83% 

19.89% 
43.80% 
26.61% 
51.65% 
31.01% 
27.65% 
34.15% 
51.02% 
18.74% 

63.93% 
22.77% 
56.78% 
19.63% 
50.47% 

48.37% 
2.27% 
0.00% 

29.51% 
57.96% 
39.95% 
56.43% 

64.93% 

49.46% 

58.1 7% 

32.46% 

29,783,096 
8,962 

1,182,464 
23,931,932 

258,623,863 
1,024,327 
1,218,133 
1,123,633 
4,791,770 

461,819,038 
900,070 

1 0,137,80 1 
1,844,182 

853,901,572 
7,426,594 

34,411,794 
127,810,217 
79,117,938 
6,108,167 

133,423,001 
100,655,612 
707,240,491 

12,687,246 
103 

0 
2 3,739,548 

686,349 
6,386,764 

495,649,298 

42.82% 3,385,633,964 

AZ Qwest Lives RCNLD NHH Exhibit 1 R.xls 1 



Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: Exhibits of Nancy Heller Hughes 

Page 7 of 47, December 20,2004 
21 12 Motor Vehicles - Passenger Cars 

Avg Life: 8.6 
Iowa Curve: L3.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

Plant 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

A 0 C D E = C'D F G H= F/G I = E*H 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 

1,677,319 

1,615 
0 

236,343 
329,192 

0 
0 
0 
0 
0 
0 
0 

15,091 
233,796 
148,017 
426,757 
260,394 
26,114 

1.113 

1.047 
1.023 
1.011 
1.000 
1.011 
1.023 
0.993 
0.975 
0.996 
0.993 
1.031 
1.072 
1.116 
1.159 
1.175 
1.212 
1.223 

1,867,446 

1,691 
0 

238,943 
329,192 

0 
0 
0 
0 
0 
0 
0 

16,178 
260,916 
171,552 
501,439 
315,598 
31,937 

7.08 
6.10 
5.20 
4.38 
3.63 
3.03 
2.62 
2.40 
2.28 
2.18 
2.04 
1.82 
1.64 
1.43 
I .22 
1.03 
0.85 

7.58 
7.60 
7.70 
7.88 
8.13 
8.53 
9.12 
9.90 
10.78 
11.68 
12.54 
13.35 
14.14 
14.93 
15.72 
16.53 
17.35 

24.36% 

93.40% 
80.26% 
67.53% 
55.58% 
44.65% 
35.52% 
28.73% 
24.24% 
21.15% 
18.66% 
16.27% 
13.63% 
11.60% 
9.58% 
7.76% 
6.23% 
4.90% 

454,965 

1,579 
0 

161,364 
182,977 

0 
0 
0 
0 
0 
0 
0 

2,205 
30,262 
16,431 
38,916 
19,665 
1,565 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 2 



Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes 

Page 8 of 47, December 20,2004 
Account 

Avg Life 8 6  
IowaCurve L 3 0  

21 12 Motor Vehicles - Light Trucks 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

D E = C*D F G H= F/G I = E'H A B 

Total 

2003 0.5 
2002 1.5 
2001 2.5 
2000 3.5 
1999 4.5 
1998 5.5 
1997 6.5 
1996 7.5 
1995 8.5 
1994 9.5 
1993 10.5 
1992 11.5 
1991 12.5 
1990 13.5 
1989 14.5 
1988 15.5 
1987 16.5 
1986 17.5 
1985 18.5 
1984 19.5 

C 

64,373,307 

5,147,995 
575,238 

6,659,427 
13,916,101 
10,754,364 
4,174,250 
3,173,179 
5,108,367 

232,919 
2,089,410 
2,944,681 
2,065,600 
2,846,411 
1,809,539 
1,500,783 
1,281,629 

30,323 
12,449 
5,648 

44.994 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 

1.028 

1.047 
1.023 
1.011 
1.000 
1.01 1 
1.023 
0.993 
0.975 
0.996 
0.993 
1.031 
1.072 
1.116 
1.159 
1.175 
1.212 
1.223 
1.251 
1.281 
1.319 

66,168,652 

5,389,951 
588,468 

6,732,681 
13,916,101 
10,872,662 
4,270,258 
3,150,967 
4,980,658 

231,987 
2,074,784 
3,035,966 
2,214,323 
3,176395 
2,097,256 
1,763,420 
1,553,334 

37,085 
15,574 
7,235 

59.347 

3 

7.08 
6.10 
5.20 
4.38 
3.63 
3.03 
2.62 
2.40 
2.28 
2.18 
2.04 
1.82 
1.64 
1.43 
1.22 
1.03 
0.85 
0.69 
0.57 
0.50 

42.79% 

7.58 93.40% 
7.60 80.26% 
7.70 67.53% 
7.88 55.58% 
8.13 44.65% 
8.53 35.52% 
9.12 28.73% 
9.90 24.24% 

10.78 21.15% 
11.68 18.66% 
12.54 16.27% 
13.35 13.63% 
14.14 11.60% 
14.93 9.58% 
15.72 7.76% 
16.53 6.23% 
17.35 4.90% 
18.19 3.79% 
19.07 2.99% 
20.00 2.50% 

2831 i ,007 

5,034,413 
472,323 

4,546,745 
7,735,092 
4,854,583 
1,516,868 

905,212 
1,207,432 

49,066 
387,246 
493,889 
301,878 
368,431 
200,876 
136,856 
96,790 

1,817 
591 
216 

1,484 



Company: Qwest - Arizona 
Account: 

Avg Life: 8.6 
Iowa Curve: L3.0 

2112 Motor Vehicles - Heavy Trucks 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1R 

Exhibits of Nancy Heller Hughes 
Page 9 of 47, December 20,2004 

I Reproduction ,Jst New Less Depreciation 
1 

I Plant Telephone Reproduction Average Average Cost New 

I Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

Telephone Plant in Service as of December 31,2003 
Reproduction 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 

D E = C'D F G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 

0 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 

9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17 5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 

a 5  

C 

4,590,187 

0 
872,602 

0 
0 
0 

7,342 
0 
0 

5,702 
116,604 
612,830 
265,615 
74,476 

229,936 
38,833 

0 
0 
0 

462 
704,193 

281,330 
388,471 
129,476 

862,315 

1.217 

1.047 
1.023 
1.011 
1.000 
1.011 
1.023 
0.993 
0.975 
0.996 
0.993 
1.031 
1.072 
1.116 
1.159 
1.175 
1.212 
1.223 
1.251 
1.281 
1.319 
1.352 
1.379 
1.446 
1.611 

5,586,998 

0 
892,672 

0 
0 
0 

7,511 
0 
0 

5,679 
11 5,788 
631,828 
284.739 
83,115 

266,496 
45,629 

0 
0 
0 

592 
928,831 

1,165,850 
387,954 
561,729 
208,586 

7.08 
6.10 
5.20 
4.38 
3.63 
3.03 
2.62 
2.40 
2.28 
2.18 
2.04 
1.82 
1.64 
1.43 
1.22 
1.03 
0.85 
0.69 
0.57 
0.50 
0.50 
0.50 
0.50 
0.50 

7.58 
7.60 
7.70 
7.88 
8.13 
8.53 
9.12 
9.90 

10.78 
11.68 
12.54 
13.35 
14.14 
14.93 
15.72 
16.53 
17.35 
18.19 
19.07 
20.00 
21 .oo 
13.46 
14.41 
11.39 

18.19% 

93.40% 
80.26% 
67.53% 
55.58% 
44.65% 
35.52% 
28.73% 
24.24% 
21.15% 
18.66% 
16.27% 
13.63% 
11.60% 

7.76% 
6.23% 
4.90% 
3.79% 
2.99% 
2.50% 
2.38% 
3.71% 

4.39% 

9.58% 

3.47% 

I ,016,324 

0 
716,487 

0 
0 
0 

2,668 
0 
0 

1,201 
21,611 

102,785 

9,640 
25,525 

3,541 
0 
0 
0 

18 
23,221 
27,758 
14,407 
19,486 
9,157 

38,818 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 4 



Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: Exhibits of Nancy Heller Hughes 

Page 10 of 47, December 20,2004 
21 14 Special Purpose Vehicles 

Avg Life: 16.1 
Iowa Curve: S6.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

B C D E = C'D F G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 

25,794 

0 
0 
0 
0 
0 
0 
0 
0 
0 

16,808 
0 

162 
512 
61 

1,704 
830 
297 
36 1 
697 

1,191 
1,062 

609 
642 
330 
258 
193 
55 
14 
8 

1.267 

1 .ooo 
1.015 
1.031 
1.033 
1.041 
1.058 
1.080 
1.098 
1.122 
1.151 
1.161 
1.199 
1.232 
1.266 
1.307 
1.379 
1.408 
1.438 
1.458 
1.474 
1.496 
1.536 
1.649 
1.836 
2.072 
2.282 
2.494 
2.675 
2.865 

32,690 

0 
0 
0 
0 
0 
0 
0 
0 
0 

19,346 
0 

194 
631 
77 

2,227 
1,145 

418 
519 

1,016 
1,756 
1,589 

935 
1,059 

606 
535 
440 
137 
37 
23 

15.60 
14.60 
13.60 
12.60 
11.60 
10.60 
9.60 
8.60 
7.60 
6.60 
5.60 
4.60 
3.61 
2.65 
1.84 
1.26 
0.91 
0.71 
0.60 
0.54 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

16.10 
0.00 

16.10 
15.61 
13.89 
12.88 
13.08 
13.29 
13.46 
13.42 
13.27 
13.01 
12.80 
12.61 
12.30 
12.07 
11.73 
11.43 
11.51 
11.94 

27.41 % 

0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

40.99% 
0.00% 

28.57% 
23.13% 
19.08% 
14.29% 
9.63% 
6.85% 
5.27% 
4.47% 
4.07% 
3.84% 
3.91% 
3.97% 
4.07% 
4.14% 
4.26% 
4.37% 
4.35% 
4.19% 

8,962 

0 
0 
0 
0 
0 
0 
0 
0 
0 

7,931 
0 

55 
146 
15 

318 
110 
29 
27 
45 
71 
61 
37 
42 
25 
22 
19 
6 
2 
I 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 5 



A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 

0 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 

C 

1,518,694 

70,497 
6,875 
4,453 

242,847 
65,676 
19,796 

121,500 
115,287 
114,603 
149,960 
41,823 
10,359 
40,237 
4,667 

128,045 
60,552 
20,929 
24,466 
45,137 
73,074 
61,124 
32,465 
31,337 
14,485 
9,996 
6,475 
1,529 

342 
158 

D 

1.199 

1.003 
1.008 
1.005 
1.019 
1.030 
1.041 
1.056 
1.071 
1.099 
1.128 
1.155 
1.177 
1.199 
1.243 
1.289 
1.358 
1.404 
1.419 
1.441 
1.475 
1.510 
1.528 
1.620 
1.779 
2.005 
2.203 
2.384 
2.578 
2.727 

E = C'D 

1,821,162 

70,708 
6,930 
4,475 

247,461 
67,646 
20,608 

128,304 
123,472 
125,949 
169,155 
48,306 
12,193 
48,244 
5,801 

165,050 
82,230 
29,384 
34,717 
65,042 

107,784 
92,297 
49,607 
50,766 
25,769 
20,042 
14,264 
3,645 

882 
431 

I- 

13.30 
12.64 
12.08 
11 -58 
11.12 
10.70 
10.31 
9.93 
9.57 
9.22 
8.88 
8.55 
8.24 
7.94 
7.64 
7.36 
7.09 
6.82 
6.57 
6.32 
6.08 
5.85 
5.63 
5.41 
5.20 
4.99 
4.79 
4.60 
4.41 

Arizona Corporation Commission 
Docket No. T-01051B-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes Account 2115 Garage Work Equipment 

Page 11 of 47, December 20,2004 
Avg Life 13 7 
IowaCurve LOO I 

I 
Reproduction Cost New Less Depreciation 

Telephone Plant in Service as of December 31, 2003 
I Reproduction 

I 
Plant Telephone Reproductlon Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Per c e n I (RCNLD) 
surviving Plant Cost New Remaining Service Condition Less Deprecialion 

r G H= FIG I = E'H 

I 

A2 Qwest Lives RCNLD NHH Exhibit 1R.xls 6 

13.62 
13.37 
13.42 
13.94 
14.43 
14.83 
14.68 
13.97 
13.71 
13.80 
14.07 
14.71 
14.87 
13.72 
13.05 
13.36 
13.51 
13.49 
13.23 
12.85 
12.39 
12.03 
11.76 
11.46 
11.32 
11.13 
11.02 
11.28 
11.82 

64.93% 

97.65% 
94.54% 
90.01% 
83.07% 
77.06% 
72.15% 

71.08% 

66.81 Yo 

70.23% 

69.80% 

63.11% 
58.12% 
55.41% 
57.87% 

55.09% 

50.56% 
49.66% 

58.54% 

52.48% 

49.1 8% 
49.07% 
48.63% 
47.87% 
47.21% 
45.94% 
44.83% 
43.47% 
40.78% 
37.31% 

1,182,464 

69,047 
6,552 
4,028 

205,567 
52,129 
14,869 
90,110 
87,765 
87,916 

113,015 
30,487 
7,087 

26,734 
3,357 

96,627 
45,300 
15,421 
17,552 
32,300 
53.01 1 
45,292 
24,123 
24,304 
12,165 
9,207 
6,395 
1,584 

360 
161 



Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: Exhibits of Nancy Heller Hughes 

Page 12 Of 47, December 20,2004 
21 16 Other Work Equipment 

Avg Life: 11.5 
Iowa Curve: L4.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 

A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 

(RCNLD) Percent Vintage Age as of 12/31/03 Translator (RCN) Life Life 
B C D E = C'D F G H= F/G I = E'H 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 

38,319,200 

5,998,553 
2,852,736 
4,564,066 
7,581,569 
3,706,115 

78,615 
2,118,684 
1,333,907 

552,117 
1,067,032 

920,236 
1,669,477 
1,167,819 

611,606 
1,135,613 
1,225,595 

662,041 
155,934 
245,832 
324,516 
208,839 
79,467 
45,633 
12.998 

1.053 

0.928 
1.000 
0.996 
1.019 
1.026 
1.038 
1.046 
1.054 
1.071 
1.088 
1.119 
1.133 
1.162 
1.193 
1.248 
1.295 
1.327 
1.347 
1.381 
1.432 
1.439 
1.439 
1.503 
1.648 

40,359,391 

5,566,657 
2,852,736 
4,545,810 
7,725,619 
3,802,474 

81,810 
2,216,143 
1,405,938 

591,317 
1,160,931 
1,029,744 
1,891,517 
1,357,006 

729,646 
1,417,245 
1,587,146 

878,528 
210,043 
339,494 
464,707 
300,519 
114,353 
68,586 
21.421 

11.00 
10.00 
9.00 
8.00 
7.01 
6.05 
5.15 
4.32 
3.56 
2.93 
2.52 
2.29 
2.16 
1.99 
1.79 
1.57 
1.38 
1.20 
1.04 
0.90 
0.78 
0.69 
0.62 
0.50 

11.46 
10.99 
11.00 
11.20 
10.97 
6.05 
9.43 
9.24 
9.39 
9.67 

10.25 
10.04 
9.90 

10.49 
10.92 
11.26 
11 5 3  
11.61 
11.48 
11.31 
11.14 
11.13 
11.25 
11.39 

59.30% 

95.99% 
90.99% 
81.82% 
71.43% 
63.90% 

100.00% 
54.61% 
46.75% 
37.91% 
30.30% 
24.59% 
22.81% 
21.82% 
18.97% 
16.39% 
13.94% 
11.97% 
10.34% 
9.06% 
7.96% 
7.00% 
6.20% 
5.51% 
4.39% 

23,931,932 

5,343,214 
2,595,756 
3,719,299 
5,518,299 
2,429,840 

81,810 
1,210,301 

657,322 
224,184 
351,761 
253,166 
431,432 
296,074 
138,417 
232,314 
221,298 
105,149 
21,710 
30,756 
36,979 
21,042 
7.089 
3,780 

940 

Az Qwest Lives RCNLD NHH Exhibit 1R.xIs 7 



I Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes Account: 

Page 13 of 47, December 20,2004 
Avg Life: 43.0 

2121 Buildings - Large Buildings 

~ 

Iowa Curve: R1.O 
Reproduction Cost New Less Depreciation 

Telephone Plant in Service as of December 31,2003 
~ Reproduction 

Plant Telephone Reproduction Average Average Cost New 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
D E = C*D F G H= FIG ,. 0 A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

L 

162,649,292 

12,233,915 
1 3,692,039 
12,083,231 
8,586,635 
4,635,818 
1,925,791 
2,365,747 
4,172,321 
6,076,522 
2,280,191 
1,894,606 
5,011,842 
3,725,789 
3,789,979 
5,058,303 
5,893,456 
2,646,435 
4,263,122 

11,414,548 
3,497,374 
1,633,215 
4,772,278 
3,774,808 
1,983,005 
2,612,830 
1,163,221 
1,541,892 

262,349 
1,674,153 
1,427,013 
5,169,607 
4,384,991 
2,793,807 
1,724,529 

578,677 
762,742 
368,331 
266,322 
168,319 
908,176 
735,092 
240,631 

1,678,652 
1,767,060 

696,227 
424,433 
I ,015,296 

455,020 
382,229 
173,825 
293,536 
265,831 
170.514 

I AZ @est Lives RCNLD NHH Exhibit 1R.xls 

1.963 

1.000 
1.000 
1.017 
1.049 
1.076 
1.099 
1.102 
1.119 
1.165 
1.244 
1.311 
1.364 
1.390 
1.385 
1.422 
1.422 
1.462 
1.468 
1.510 
1.523 
1.542 
1.596 
1.624 
1.731 
2.016 
2.211 
2.447 
2.566 
2.603 
2.936 
3.670 
3.946 
4.218 
4.705 
5.027 
5.319 
5.646 
5.734 
5.825 
5.919 
6.117 
6.117 
6.220 
6.328 
6.439 
6.673 
6.554 
6.925 
7.490 
7.809 
7.978 
8.341 
8.535 

319,239,708 

12,233,915 
13,692,039 
12,288,646 
9,007,380 
4,988,140 
2,116,444 
2,607,053 
4,668,827 
7,079,146 
2,836,558 
2,483,828 
6,836,152 
5,178,847 
5,249,121 
7,192,907 
8,380,494 
3,869,088 
6,287,623 

17,235,967 
5,326,501 
2,518,418 
7,616,556 
6,130,288 
3,432,582 
5,267,465 
2,571,882 
3,773,010 

673,188 
4,357,820 
4,189,710 

18,972,458 
17,303,174 
11,784,278 
8,113,909 
2,909,009 
4,057,025 
2,079,597 
1,527,090 

980,458 
5,375,494 
4,496,558 
1,471,940 

10,441,215 
11,308,516 
4,483,006 
2,832,241 
6,654,250 
3,151,014 
2,862,895 
1,357,399 
2,341,830 
2,217,296 
1,455,337 

8 

21.95 
24.41 
25.57 
26.24 
26.63 
26.85 
26.94 
26.95 
26.88 
26.75 
26.59 
26.38 
26.13 
25.86 
25.56 
25.24 
24.91 
24.55 
24.18 
23.80 
23.41 
28.07 
27.42 
26.78 
26.15 
25.52 
24.90 
24.29 
23.69 
23.09 
22.50 
21.92 
21.34 
20.77 
20.22 
19.67 
19.12 
18.59 
18.06 
17.54 
17.03 
16.53 
16.04 
15.55 
15.07 
14.60 
14.14 
13.69 
13.24 
12.80 
12.36 
11.94 
11.52 

56.75% 

22.45 97.77% 
25.91 94.21% 
28.07 91.09% 
29.74 88.23% 
31.13 85.54% 
32.35 8300% 
33.44 8056% 
34.45 78.23% 
35.38 75.98% 
36.25 73.79% 
37.09 71.69% 
37.88 69.64% 
38.63 67.64% 
39.36 65.70% 
40.06 63.80% 
40.74 61.95% 
41.41 60.15% 
42.05 58.38% 

43.30 54.97% 
42.68 56.65% 

43.91 53.31% 
42.04 66.77% 
43.52 63.01% 
43.35 61.78% 
42.46 61.59% 
42.18 60.50% 
42.32 58.84% 
41.16 59.01% 
45.49 52.08% 
45.42 50.84% 
45.10 49.89% 
50.28 43.60% 
45.03 47.39% 
43.82 47.40% 
40.90 49.44% 
48.04 40.95% 
45.16 42.34% 
48.79 38.10% 
39.08 46.21% 
50.52 34.72% 
51.39 33.14% 
50.71 32.60% 
52.49 30.56% 
48.78 31.88% 
51.74 29.13% 
48.14 30.33% 
50.56 27.97% 
44.41 30.83% 
47.42 27.92% 
46.56 27.49% 
44.07 28.05% 
49.62 24.06% 
53.60 21.49% 

I = E" 

181,157,252 

11,961,445 
12,699,370 
11,194,182 
7,947,332 
4,267,079 
1,756,616 
2,100,299 
3,652,392 
5,378,392 
2,093,184 
1,780,669 
4,760,763 
3,503,061 
3,448,736 
4,589,383 
5,192,039 
2,327,433 
3,670,895 
9,764,894 
2,927,730 
1,342,659 
5,085,555 
3,862,420 
2,120,520 
3,244,094 
1,556,055 
2,219,942 

397,272 
2,269,439 
2,129,908 
9,465,195 
7,543,468 
5,584,643 
3,845,867 
1,438,146 
1,661,151 

880,467 
581,853 
453,098 

1,866,314 
1,490,103 

479,810 
3,190,648 
3,604,908 
1,305,736 

858,968 
1,860,979 

971,344 
799,341 
373,168 
656,796 
533.545 
312,789 



I -  

Company: Qwest - Arizona 
Account: 

Avg Life: 43.0 
Iowa Curve: R1 .O 

2121 Buildings - Large Buildings 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-OOOOOD-00-0672 
Qwest Corporation - NHH-1R 

Exhibits of Nancy Heller Hughes 
Page 14 of 47, December 20,2004 

Reproduction - x t  New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

D E = C'D F G H= FIG I = E'H A 

1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

0 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

C 

57,597 
564,972 
273,800 
92,249 

0 
0 
0 

3,148 
0 
0 

3,005 
0 

13,989 
0 
0 
0 
0 
0 

1,084 
0 

8,698 
0 

49,465 
0 
0 

25,010 

8.951 
9.410 
9.919 

11.469 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13,107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 

515,551 
5,316,387 
2,715,822 
1,058,004 

0 
0 
0 

41,261 
0 
0 

39,387 
0 

183,354 
0 
0 
0 
0 
0 

14,208 
0 

114,005 
0 

648,338 
0 
0 

327,806 

11.11 
10.70 
10.30 
9.91 
9.52 
9.14 
8.77 
8.40 
8.04 
7.69 
7.34 
6.99 
6.65 
6.32 
5.99 
5.67 
5.35 
5.04 
4.73 
4.43 
4.13 
3.83 
3.54 
3.25 
2.95 
2.64 

58.04 
54.89 
54.21 
51.15 
0.00 
0.00 
0.00 

41.75 
0.00 
0.00 

51.60 
0.00 

61.19 
0.00 
0.00 
0.00 
0.00 
0.00 

51.17 
0.00 

49.89 
0.00 

54.68 
0.00 
0.00 

68.85 

19.14% 
19.49% 
19.00% 
19.37% 
0.00% 
0.00% 
0.00% 

20.12% 
0.00% 
O.OO~/O 

14.22% 
0.00% 

10.87% 
0.00% 
O,OO% 
0.00% 
0.00% 
0.00% 
9 24% 
0.00% 
8.28% 
0.00% 
6.47% 
0.00% 
0.00% 
3.83% 

98,687 
1,036,352 

516,011 
204,982 

0 
0 
0 

8,302 
0 
0 

5,603 
0 

19,927 
0 
0 
0 
0 
0 

1,313 
0 

9,438 
0 

41,974 
0 
0 

12,569 

I AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 9 



Company: Qwest - Arizona 
Account: 

Avg Life: 43.0 
Iowa Curve: R1 .O 

2121 Buildings - Other Buildings 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 

Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes 

Page 15 of 47, December 20,2004 

Docket NO. T-00000D-00-0672 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less DeDreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

D E = C*D F G H= FIG I = E’H n 0 A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

I, 

75,476,374 

14,766,733 
5,742,252 
8,824,884 
5,386,922 
1 I 177,759 
2,580,429 

710,366 
209,473 
316,075 
810,062 
946,552 
798,448 
918,344 

2,220,613 
2,837,237 
3,630,477 
3,393.714 
3,432,672 
3,809,662 

030,774 
1,920,439 
1,009,080 

890,722 
336,605 
705,534 
539,310 
326,973 
276,881 

1,158,301 
602,402 
856.704 
530,749 
327,003 
360,054 
145,845 
141,294 
55,395 
79,024 
50,016 
07,425 

148,358 
185,526 
427,040 
345,370 
29,233 

127,896 
106,837 
54,548 
92,851 
80,437 
6,133 
6,895 
3.975 

1.498 

1.000 
1.000 
1.017 
1.049 
1.076 
1 099 
1.102 
1.119 
1.165 
1.244 
1.311 
1.364 
1.390 
1.385 
1.422 
1.422 
1.462 
1.468 
1.510 
1.523 
1.542 
1.596 
1.624 
1.731 
2.016 
2.21 1 
2.447 
2.566 
2.603 
2.936 
3.670 
3.946 
4.218 
4.705 
5.027 
5.319 
5.646 
5.734 
5.825 
5.919 
6.117 
6.117 
6.220 
6.328 
6.439 
6.673 
6.554 
6.925 
7.490 
7.809 
7.978 
8.341 
8.535 

113,060,249 

14,766,733 
5,742,252 
8,974,907 
5,650,881 
1,267,269 
2,835,891 

791,639 
234,400 
368 ~ 227 

1,007,717 
1,240,930 
1,089,083 
1,276,498 
3,075,549 
4,034,551 
5,162,538 
4,961,610 
5,039,162 
5,752,590 
1,265,269 
2,961,317 
1,610,492 
1,446,533 

582,663 
1,422,357 
1,192,414 

800,103 
710,477 

3.01 5,058 

3,144,104 
2,094,336 
1,379,299 
1,694,054 

733,163 
751,543 
312,760 
453,124 
291,343 
517,469 
907,506 

1 ,I 34,863 
2,656,189 
2,185,501 

188,231 
853,450 
700,210 
377,745 
695,454 
628,133 
48,929 
5731 1 
33,927 

1,768,887 

21.95 
24.41 
25.57 
26.24 
26.63 
26.85 
26.94 
26.95 
26.08 
26.75 
26.59 
26.38 
26.13 
25.86 
25.56 
25.24 
24.91 
24.55 
24.18 
23.80 
23.41 
28.07 
27.42 
26.78 
26.15 
25.52 
24.90 
24.29 
23.69 
23.09 
22.50 
21.92 
21.34 
20.77 
20.22 
19.67 
19.12 
18.59 
18.06 
17.54 
17.03 
16.53 
16.04 
15.55 
15.07 
14.60 
14.14 
13.69 
13.24 
12.80 
12.36 
11.94 
11 5 2  

68.52% 

22.45 97.77% 
25.91 94.21% 
28.07 91.09% 
29.74 88.23% 
31.13 85.54% 
32.35 83.00% 
33.44 80.56% 
34.45 78.23% 
35.38 75.98% 
36.25 73.79% 
37.09 71.69% 
37.08 69.64% 
38.63 67.64% 
39.36 65.70% 
40.06 63.80% 
40.74 61.95% 
41.41 60.15% 
42.05 58.38% 
42.68 56.65% 
43.30 54.97% 
43.91 53.31% 
41.50 67.64% 
44.41 61.74% 
36.83 72.71% 
34.89 74.95% 
35.29 72.32% 
36.1 1 68.96% 
38.40 63.26% 
49.82 47.55% 
41.14 56.13% 
43.53 51.69% 
44.03 49.78% 
38.51 55.41% 
31.17 66.63% 
44.07 45.88% 
44.83 43.88% 
41.09 46.53% 
41.56 44.73% 

46.82 37.46% 
39.76 45.42% 

44.72 38.00% 
43.1 1 38.34% 
48.46 33.10% 
44.19 35.19% 
27.54 54.72% 
42.72 34.18% 
52.57 26.90% 
44.05 31.08% 
44.60 29.69% 
47.14 27.15% 
39.75 31.09% 
41.30 28.91% 
55.79 20.65% 

77,466,611 

14,437,853 
5,409,817 
8,175,574 
4,985,848 
1,084,079 
2,353,746 

637,762 
183,370 
279,761 
743,626 
889,620 
758,448 
863,445 

2,020,673 
2,574,217 
3,198,391 
2,984,634 
2,942,008 
3,259,082 

695,460 
1,578,785 
1,069,313 

893,130 
423,669 

1,066,054 
862,296 
551,719 
449,413 

1,433,696 
992,795 

1,625,140 
1,042,649 

764,327 
1,128,826 

336,386 
329,753 
145,534 
202,685 
132,335 
193,857 
345,591 
435,149 
879.184 
769,055 
103,001 
291,675 
188,339 
117.397 
206,453 
170,558 

15,214 
16,627 
7.005 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 10 
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Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes Account: 

Page 16 of 47, December 20,2004 
Avg Life: 43.0 
Iowa Curve: R1 .O 

2121 Buildings - Other Buildings 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation i 
I Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
I 

0 C D E = C'D F G H= F/G I = E'H A 

1950 
1949 

1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 

1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 

1927 
1926 

I 948 

I 938 

I 928 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 

15,814 
54,779 

0 
0 

3,399 
0 

7,532 
0 

0 
1,077 

0 
2,791 

0 
5,691 

0 
0 
0 
0 
0 
0 

2,496 
2,702 
6,423 
2,619 

4,668 

8.951 
9.410 
9.919 
11.469 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 
13.107 

141,551 
515,470 

0 
0 

44,551 
0 

0 
62,183 

0 
14,116 

0 

0 
74,592 

0 
0 
0 
0 
0 
0 

32,715 
35,415 

34,327 

98,722 

36,582 

84,186 

11.11 
10.70 
10.30 
9.91 
9.52 
9.14 
8.77 
8.40 

7.69 
7.34 
6.99 
6.65 
6.32 
5.99 
5.67 
5.35 
5.04 
4.73 
4.43 
4.13 
3.83 
3.54 
3.25 
2.95 

8.04 

55.46 20.03% 
51.92 20.61% 
0.00 0.00% 
0.00 0.00% 
55.03 17.30% 
0.00 0.00% 

0.00 0.00% 

0.00 0.00% 
50.94 14.41% 
0.00 0.00% 

0.00 0.00% 
42.54 14.08% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 

58.95 14.88% 

55.98 14.36% 

38.74 17.17~0 

36.81 10.40% 
36.80 9.62% 
36.83 8 . 8 2 ~ ~  
36.80 8.02% 

28,356 
106,231 

0 
0 

7,707 
0 

0 
8,787 

0 
2,034 

0 
6,280 

0 
10,503 

0 
0 
0 
0 
0 
0 

3,404 
3,407 
7,429 
2,752 

14,687 
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Arizona Corporation Commission 
Docket NO. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes Account 2122 Furniture 

Page 17 of 47, December 20,2004 
Avg Life 9 5  
IowaCurve 0 4 0  

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

0 C D E = C D  F G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 

1,770,500 

62,031 
0 
0 

4,853 
0 

729,508 
72,399 

285,895 
9,792 

31,279 
8,526 

81,008 
0 
0 

299,670 
20,160 
4,607 

15,207 
26,114 
20,115 
15,580 
22.817 
24,923 

7,881 
450 

3,490 
7,070 

945 
4,531 
8,900 

0 
1.947 

802 

1.170 

1.003 
1.018 
1.018 
1.030 
1.042 
1.052 
1.058 
1.078 
1.102 
1.123 
1.161 
1.180 
1.197 
1.222 
1.266 
1.319 
1.377 
1.416 
1.458 
1.515 
1.563 
1.629 
1.744 
1.907 
2.029 
2.239 
2.410 
2.570 
2.711 
3.044 
3.470 
3.731 
3.813 

2,071,162 

62,217 
0 
0 

4,999 
0 

767,442 
76,598 

308,195 
10,791 
35,126 

9,899 
95,589 

0 
0 

379,382 
26,591 
6,344 

21,533 
38,074 
30,474 
24,352 
37,169 
43,466 
15,029 

913 
7,814 

17,039 
2,429 

12,284 
27,092 

0 
7,264 
3,058 

I AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 
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2.95 
3.74 
4.38 
5.03 
5.73 
6.44 
7.12 
7.75 
8.29 
8.74 
9.10 
9.36 
9.54 
9.63 
9.66 
9.63 
9.54 
9.41 
9.23 
9.01 
8.77 
9.61 
9.18 
8.74 
8.30 
7.89 
7.43 
6.97 
6.50 
6.02 
5.54 
5.06 
4.57 

3.45 
5.24 
6.88 
8.53 

10.23 
11.94 
13.62 
15.25 
16.79 
18.24 
19.60 
20.86 
22.04 
23.13 
24.16 
25.13 
26.04 
26.91 
27.73 
28.51 
29.27 
15.60 
14.39 
12.95 
14.27 
20.51 
14.52 
25.93 
23.10 
22.53 
0.00 

22.34 
23.95 

49.46% 

85.51% 
71.37% 
63.66% 
58.97% 
56.01% 
53.94% 
52.28% 
50.82% 
49.37% 
47.92% 
46.43% 
44.87% 
43.28% 
41.63% 
39.98% 
38.32% 
36.64% 
34.97% 
33.29% 
31.60% 
29.96% 
61.60% 
63.79% 
67.49% 
58.16% 
38.47% 
51.17% 
26.88% 
28.14% 
26.72% 
0.00% 

22.65% 
19.08% 

1,024,327 

53,200 
0 
0 

2,948 
0 

413,930 
40,042 

156,624 
5,328 

16,831 
4,596 

42,892 
0 
0 

151,690 
10,190 
2,324 
7,530 

12,673 
9,631 
7,296 

22,897 
27,729 
10,143 

531 
3,006 
8.719 

653 
3,456 
7,239 

0 
1,645 

584 



Company: Qwest - Arizona 
Account: 2123.1 Office Equipment 

Avg Life: 7.0 

Arizona Corporation Commission 
Docket No. T-01051B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1R 

Exhibits of Nancy Heller Hughes 
Page 18 of 47, December 20,2004 

Iowa Curve: L0.5 
Reproduction Cost New Less Depreciation 

Telephone Plant in Service as of December 31,2003 
Reproduction 

Plant Telephone Reproduction Average Average Cost New 
Surviving Plant Cost New Remaining Service Condition Less Deweciation 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
0 C D E = C'D F G H= FIG I = E*H A 

Total 

2003 
2002 
200 1 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 

0.5 
1.5 
2.5 
3.5 
4 5  
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 

19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 

18.5 

5,913,204 

1 
0 

389,146 
46,533 
258,339 
14,226 
457,409 
100,004 
655,465 
58,226 
22,445 
227,485 
114,269 

1,322,201 
1,668,506 
168,236 
73,456 
78.773 

188,754 
0 

21,352 
17,262 
10,963 
3,990 
1,675 
4,349 
1,667 

0 
4,794 

3.678 

1.035 

1.013 
1.006 
1.006 
1.013 
1.013 
1.013 
1.013 
1.019 
1.019 
1.026 
1.026 
1.019 
1.039 
1.032 
1.039 
1.067 
1.089 
1.112 
1.120 
1.120 
1.112 
1.136 
1.169 
1.223 
1.293 
1.347 
1.407 
1.420 
1.432 
1.514 

6,122,920 

1 
0 

391,481 
47,138 
261,697 
14,411 
463,355 
101,904 
667,919 
59,740 
23,029 
231,807 
118,725 

1,364,511 
1,733,578 
179,508 
79,994 
87,596 
4,119 

211,404 
0 

24,256 
20,179 
13,408 
5,159 
2,256 
6,119 
2,367 

0 
7,258 

3.95 
3.87 
3.71 
3.57 
3.44 
3.28 
3.11 
2.94 
2.77 
2.60 
2.43 
2.27 
2.12 
1.98 
1.85 
1.74 
1.64 
1.55 
1.46 
1.38 
1.27 
1.20 
1.05 
0.92 
0.70 
0.50 
0.50 
0.50 
0.50 
0.50 

4.45 
5.37 
6.21 
7.07 
7.94 
8.78 
9.61 
10.44 
11.27 
12.10 
12.93 
13.77 
14.62 
15.48 
16.35 
17.24 
18.14 
19.05 
19.96 
20.88 
21.77 
8.03 
8.13 
9.17 
9.67 
9.90 
10.03 
10.09 
0.00 
10.14 

19.89% 

88.76% 
72.07% 
59.74% 
50.50% 
43.32% 
37.36% 
32.36% 
28.16% 

21.49% 

16.49% 

12.79% 
11.31% 
10.09% 
9.04% 
8.14% 
7.31% 
6.61% 
5.03% 

24.58% 

18.79% 

14.50% 

14.94% 
12.92% 
10.03% 
7.24% 

4.98% 

0.00% 
4.93% 

5.05% 

4.95% 

1,218,133 

1 
0 

233,880 
23,802 
113,380 
5,384 

149,952 
28,697 
164,165 
12,837 
4,328 
38,214 
17,216 
174,531 
196,154 
18,117 
7,232 
7,127 
301 

13,972 
0 

3,625 
2,606 
1,345 
373 
114 
305 
117 
0 

358 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 13 



Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Exhibits of Nancy Heller Hughes Account: 

Page 19 of 47, December 20,2004 
Avg Life: 8.3 
Iowa Curve: L0.5 

2123.2 Company Communication Equipment - Stand Alone 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31, 2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

D E = C'D F G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 

C 

578,245 

4,741 
5,594 
1,494 

501,840 
5,151 

0 
0 

3,003 
2,637 
12,454 
25,923 
2,801 
2,033 
3,272 
4,092 
3,210 

1.01 5 

1.013 
1.006 
1.006 
1.01 3 
1.013 
1.013 
1.01 3 
1.019 
1.019 
1.026 
1.026 
1.019 
1.039 
1.032 
1.039 
1.067 

506,657 

4,803 
5,628 
1,503 

508,364 
5,218 

0 
0 

3,060 
2,687 
12,778 
26,597 
2,854 
2,112 
3,377 
4,252 
3,425 

60.34% 

7.88 8.38 94.03% 
7.16 8.66 82.68% 
6.55 9.05 72.38% 
6.05 9.55 63.35% 
5.63 10.13 55.58% 
5.26 0.00 0.00% 
4.91 0.00 0.00% 
4.58 12.08 37.91% 

3.99 13.49 29.58% 
3.73 14.23 26.21% 

4.28 12.78 33.49% 

3.48 6.64 52.41% 
3.25 7.53 43.16% 
3.03 8.44 35.90% 
2.83 9.35 30.27% 
2.65 8.39 31.59% 

354,009 

4,516 
4,653 
1,088 

322,053 
2,900 

0 
0 

1,160 
900 

3,779 
6,972 
1,496 
91 2 

1,212 
1,287 
1,082 
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A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 

1,850,299 

309,855 
32,486 
77,633 
30,365 

127 
191 

0 
22,790 

0 
118,364 
69,199 

134,813 
23,524 
51,101 
55,921 
71,080 

3 
567,820 
28,391 
33,322 

157,399 
21,419 

3,260 
1.724 

873 
38,639 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest - Arizona Qwest Corporation - NHH-1 R 
Account Exhibits of Nancy Heller Hughes 

Page 20 of 47, December 20,2004 
2123 2 Company Communication Equipment - PBX & KEY lntrasystems 

Avg Life 8 3  
IowaCurve LO5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Survwtng Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

F G H= FIG I = E'H 0 C D E = C'D 

1.070 

1.013 
1.006 
1.006 
1.013 
1.013 
1.013 
1.013 
1.019 
1.019 
1.026 
1.026 
1.019 
1.039 
1.032 
1.039 
1.067 
1.089 
1.112 
1.120 
1.120 
1.112 
1.136 
1.169 
1.223 
1.293 
1.347 

1,978,896 

313,883 
32,681 
78,099 
30,760 

129 
193 

0 
23,223 

0 
121,441 
70,998 

137,374 
24,441 
52,736 
58,102 
75,842 

3 
631,416 
31,798 
37,321 

175,028 
24,332 

3,811 
2,108 
1,129 

52.047 

7.88 
7.16 
6.55 
6.05 
5.63 
5.26 
4.91 
4.58 
4.28 
3.99 
3.73 
3.48 
3.25 
3.03 
2.83 
2.65 
2.48 
2.33 
2.19 
2.07 
1.96 
1.85 
1.76 
1.65 
1.53 
1.41 

38.89% 

8.38 94.03% 
8.66 82.68% 
9.05 72.38% 
9.55 63.35% 

10.13 55.58% 
10.76 48.88% 
0.00 0.00% 

12.08 37.91% 
0.00 0.00% 

11.63 34.31% 
7.93 47.04% 
7.47 46.59% 

11.49 28.29% 
6.49 46.69% 
6.97 40.60% 

11.28 23.49% 
18.98 13.07% 
18.27 12.75% 
8.43 25.98% 

14.85 13.94% 
8.16 24.02% 

12.13 15.25% 
1.59 110.69% 

11.94 13.82% 
8.80 17.39% 

12.19 11.57% 

769,624 

295,155 
27,020 
56,525 
19,487 

72 
95 
0 

8,805 
0 

41,664 
33,395 
63,998 

6,913 
24,621 
23,591 
17,818 

0 
80,525 
8,261 
5,202 

42,041 
3,711 
4,218 

291 
196 

6,020 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: 2124 General Purpose Computers Exhibits of Nancy Heller Hughes 

Page 21 of 47, December 20,2004 
Avg Life: 5.0 
Iowa Curve: 01.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31, 2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

D E=C 'D  F G ti= FIG I = E*H ,-. 0 A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 

CI 

96,308,662 

1,004,059 
618,035 

3,745,344 
12,205,074 
9,345,624 
7,757,745 
6,228,698 
7,056,088 
6,692,413 
9,049,741 

10,101,085 
3,749,176 

914,675 
2,245,636 

11,873,954 
289.548 
802,716 

1,313,168 
143,196 
225,883 
864,442 

15,625 
64,507 

0 
0 
0 
0 

2,230 

0.187 

0.600 
0.429 
0.333 
0.273 
0.231 
0.214 
0.214 
0.200 
0.150 
0.143 
0.143 
0.143 
0.125 
0.103 
0.097 
0.070 
0.064 
0.064 
0.063 
0.063 
0.043 
0.036 
0.033 
0.033 
0.033 
0.033 
0.033 
0.030 

18,004,749 

602,435 
265,137 

1,247,200 
3,331,985 
2,158,839 
1,660,157 
1,332,941 
1,411,218 
1,003,862 
1,294,113 
1,444,455 

536,132 
114,334 
231,301 

1,151,774 
20,268 
51,374 
84,043 
9,021 

14,231 
37,171 

563 
2,129 

0 
0 
0 
0 

67 

2.80 
3.02 
2.94 
2.72 
2.41 
2.05 
1.66 
1.24 
0.81 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

3.30 
4.52 
5.44 
6.22 
6.91 
7.55 
8.16 
8.74 
9.31 

10.00 
1 1 .oo 
12.00 
13.00 
14.00 
15.00 
16.00 
17.00 
18.00 
19.00 
20.00 
21 .oo 
9.09 
6.02 
0.00 
0.00 
0.00 
0.00 
6.19 

26.61 % 

84.85% 
66.81% 
54.04% 
43.73% 
34.88% 
27.15% 
20.34% 
1 4.1 9% 
8.70% 
5.00% 
4.55% 
4.17% 
3.85% 
3.57% 
3.33% 
3.13% 
2.94% 
2.78% 
2.63% 
2.50% 
2.38% 
5.50% 
8.31% 
0.00% 
0.00% 
0.00% 
0.00% 
8.07% 

4,791,770 

511,157 
177,149 
674,038 

1,457,074 
752,938 
450,771 
271,162 
200,219 

87,339 
64,706 
65,657 
22,339 
4,397 
8,261 

38,392 
633 

1,511 
2,335 

237 
356 
885 
31 

177 
0 
0 
0 
0 
5 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest . Anzona Qwest Corporation - NHH-1 R 
Account 2212 Digital Switching Equipmen Exhibits of Nancy Heller Hughes 
Avg Life 10.0 Page 22 of 47, December 20,2004 
IowaCurve 0 1 0  

Reproduction Cost New Less Depreciation 
Telephone Plant in Servlce a5 of December 31,2003 

Reproduction 
Piant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
A B C D E = C'D F G H= F/G I = E'H 

SUNlVlllg Plant Cost New Remaining Service Condition Less Depreciation 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1962 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1966 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 

0 5  
1 5  
2 5  
3 5  
4 5  
5 5  
6 5  
7 5  
6 5  
9 5  

10 5 
11 5 
12 5 
13 5 
14 5 
15 5 
16 5 
17 5 
16 5 
19 5 
20 5 
21 5 
22 5 
23 5 
24 5 
25 5 
26 5 
27 5 
28 5 
29 5 
30 5 
31 5 
32 5 
33 5 
345 
35 5 
36 5 
37 5 
38 5 
39 5 
40 5 
41 5 
42 5 
43 5 
44 5 
45 5 
46 5 
47 5 
48 5 
49 5 
50 5 
51 5 
52 5 
53 5 

1,134,442,323 

27.734.792 
53,436,012 

145,915,984 
177,091,265 
110,962,602 
86,876,362 
47,158,668 
57.707.968 
89.531.418 
53,580,540 
40,903,147 
43,747,640 
25867.038 
25,657,289 
32,037,057 
33,143,160 
28,772,605 
24,680,755 
9,383,136 
5.173.901 
2,066,464 
4,585,874 
1.905.156 
1,053,855 
1,508,253 
1,050,577 

898.191 
48.071 

265,619 
270,939 
368.379 
301,434 
340,067 
43,595 

8,581 
10,273 
1,152 

194,151 
8,057 

14,019 
75 

3.982 
38,681 
40,125 

7,751 
6.053 

21,099 
0 
0 
0 
0 
0 
0 

18,511 

0 788 

1 000 
0 957 
0 957 
0917 
0 880 
0 646 
0 646 
0 815 
0 710 
0 688 
0 710 
0 710 
0 667 
0 579 
0 550 
0 440 
0 393 
0 393 
0 366 
0 386 
0 286 
0 244 
0 227 
0 229 
0 229 
0 232 
0 232 
0 210 
0 210 
0210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0 210 
0210 
0 210 
0 210 
0 210 
0210 
0 210 
0 210 
0 210 
0 210 
0210 
0 210 
0 210 

894,056,694 

27.734.792 
51,140,177 

139,641,597 
162,392,690 
97,647,090 
73,497.402 
39,896,233 
47.031.994 
63,567,307 
36,863,412 
29,041,234 
31,060,829 
17,253,314 
14.855.570 
17,620,381 
14.582.990 
11,307,634 
9,699,537 
3.621.890 
1,997,126 

591,009 
1,118,953 

432,470 
241,333 
345,390 
243,734 
208.360 

10,095 
55,780 
56.897 
77,360 
63,301 
71,414 
9,155 
1,802 
2,157 

242 
40,772 

1,692 
2,944 

16 
836 

8,123 
8.426 
1.628 
1,271 
4,431 

0 
0 
0 
0 
0 
0 

3.887 

4.96 
5.69 
5.94 
5.99 
5.91 
5.75 
5.52 
5.26 
4.95 
4.62 
4.26 
3.87 
3.47 
3.06 
2.62 
2.18 
1.73 
1.27 
0.82 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0 50 
0.50 
0.50 
0.50 
0.50 

5.46 
7.19 
8.44 
9.49 

10.41 
11.25 
12.02 
12.76 
13.45 
14.12 
14.76 
15.37 
15.97 
16.56 
17.12 
17.66 
18.23 
18.77 
19.32 
20.00 
21.00 
17.24 
15.09 
13.99 
16.59 
13.94 
15.96 
11.20 
11 50 
14.38 
14.15 
13.78 
13.62 
12.09 
6.73 

14.23 
14.15 
10.22 
14.31 
16.20 
28.93 
22.08 
11.34 
15.91 
16.76 
16.65 
14.79 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

15.40 

51.65% 

90.8490 
79.14% 
70.39% 
63.10% 
56.76% 
51.09% 
45.94% 
41.21% 
36.81% 
32.71% 
28.8596 
25.20% 
21.75% 
18.46% 
15.33% 
12.34% 
9.48% 
6.77% 
4.25% 
2.50% 
2.38% 
2.90% 
3.31% 
3.57% 
3.01% 
3.59% 
3.13% 
4.46% 
4.35% 
3.48% 
3.53% 
3.63% 
3.67% 
4.13% 
7.43% 
3.51% 
3.53% 
4.89% 
3.50% 
3.09% 
1.73% 
2.26% 
4.41% 
3.14% 
2.96% 
3.00% 
3.38% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
3.25% 

461,819,038 

25,194,044 
40,472,310 
98,292,929 

102,475,475 
55,423,679 
37,550,914 
18,329,193 
19,360,497 
23,401,053 
12,056,694 
8.377327 
7,827,633 
3,751,763 
2,742,156 
2,700,496 
1,798.843 
1,072,041 

656,562 
154.089 
49,928 
14,072 
32,460 
14,327 
8.628 

10,408 
8.742 
6,527 

451 
2,425 
1.978 
2,733 
2,297 
2.621 

379 
134 
76 
9 

1,995 
59 
91 
0 

19 
358 
265 
49 
38 

150 
0 
0 
0 
0 
0 
0 

126 
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Arizona Corporation Commission 
Docket No T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company Qwest - Arizona Qwest Corporation - NHH-1R 
Account 2220 Operator Systems Exhibits of Nancy Heller Hughes 

Page 23 of 47, December 20,2004 
Avg Life 10.7 
IowaCurve 5 2 0  

I 

~ 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

surviving Plant Cost New Remaining Service Condition Less Depreciation 
I Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

A B C D E = C'D F G H= F/G I = E'H 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
'l981 
1980 
1979 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 

2,507,979 

0 
0 
0 
0 

1,027,922 
0 

35,271 
182,723 

0 
6,881 

178,433 
102,997 
78,158 

881,966 
0 
0 

450 
0 
0 

69 
6,288 
5,732 

0 
0 

1,089 

1.157 

1.015 
1.031 
1.073 
1.095 
1.109 
1.118 
1.109 
1.118 
1.123 
1.123 
1.147 
1.183 
1.188 
1.216 
1.216 
1.227 
1.210 
1.216 
1.233 
1.256 
1.345 
1.432 
1.506 
1.688 
1.949 

2,902,342 

0 
0 
0 
0 

1,139,965 
0 

39,116 
204,284 

0 
7,727 

204,663 
121,845 
92,852 

1,072,471 
0 
0 

545 
0 
0 

87 
8,457 
8,208 

0 
0 

2,122 

8.91 
7.93 
7.01 
6.17 
5.43 
4.78 
4.21 
3.72 
3.28 
2.89 
2.54 
2.23 
1.95 
1.68 
1.44 
1.22 
1.01 
0.82 
0.66 
0.53 
0.50 
0.50 
0.50 
0.50 
0.50 

31.01% 

9.41 94.69% 
9.43 84.09% 
9.51 73.70% 
9.67 63 81% 
9.93 54.68% 

10.28 46.49% 
10.71 39.32% 
11.22 33.13% 
11.78 27.84% 
12.39 23.34% 
13.04 19.51% 
13.73 16.25% 
14.45 13.47% 
15.18 11.09% 
15.94 9.04% 
16.72 7.29% 
17.51 5.78% 
18.32 4.49% 
19.16 3.44% 
20.03 2.65% 
21.00 2.38% 
9.04 5.53% 
0.00 0.00% 
0.00 0.00% 
9.10 5.49% 

900,070 

0 
0 
0 
0 

623,284 
0 

15,381 
67,686 

0 
1,803 

39,921 
19,795 
12,503 

118,892 
0 
0 

31 
0 
0 
2 

201 
454 

0 
0 

117 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: 2231 Radio Systems Exhibits of Nancy Heller Hughes 

Page 24 of 47, December 20,2004 
Avg Life: 15.1 
Iowa Curve: SI .5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Telephone Reproduction Average Average Cost New Plant 

Survivinq Plant Cost New Rernaininq Service Condition Less DeDreCiatiOn 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) - D E = C D  F - B A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 

L 

32,674,980 

515,302 
721,201 
618,033 
454,842 

1,139,687 
704,856 
216,673 
574,497 
103,722 

2,024,512 
1,224,602 
1,583,823 
798,100 

2,274,574 
3,214,523 
3,934,782 
4,546,093 
495,087 

4,761,311 
524,441 
734,980 
48,020 
112,703 
60,842 
81,584 
222,321 
18531 6 
131,235 
60,708 
43,535 
232,550 
160,356 
81,986 
42,919 
5,907 
27,351 

227 
1,675 
346 

2,661 
1,105 
117 

5,675 
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1.122 

1.000 
1 .ooo 
1 .ooo 
0.990 
0.990 
1.000 
1.022 
1.044 
1.067 
1.092 
1.092 
1.118 
1.159 
1.159 
1.173 
1.188 
1.159 
1.218 
1.173 
1.188 
1.01 1 
1.044 
0.931 
0.950 
0.922 
0.896 
0.913 
0.969 
0.931 
0.931 
0.913 
0.931 
0.979 
1.218 
1.439 
1.532 
1.508 
1.638 
1.583 
1.827 
1.939 
2.065 
2.639 

36,669,330 

515,302 
721,201 
618,033 
450,294 

1,126,290 
704,856 
221,440 
599,775 
110,671 

2,210,767 
1,337,265 
1,770,714 
924,998 

2,636,231 
3,770,635 
4,674,521 
5,268,922 
603,016 

5,585,018 
623,036 
743,065 
50,133 
104,926 
57,800 
75,220 
199,200 
169,376 
127,167 
56,519 
40,531 
212,318 
149,291 
80,264 
52,275 
8,500 
41,902 

342 
2.744 
548 

4,862 
2,143 
242 

14,976 

19 

12.04 
11.15 
10.33 
9.57 
8.86 
8.21 
7.60 
7.04 
6.53 
6.05 
5.60 
5.19 
4.80 
4.44 
4.10 
3.78 
3.48 
3.19 
2.92 
2.66 
2.40 
2.28 
2.01 
1.76 
1 S I  
1.26 
1.02 
0.79 
0.59 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

b 

12.54 
12.65 
12.83 
13.07 
13.36 
13.71 
14.10 
14.54 
15.03 
15.55 
16.10 
16.69 
17.30 
17.94 
18.60 
19.28 
19.98 
20.69 
21.42 
22.16 
22.90 
13.94 
12.51 
13.31 
13.29 
15.40 
15.25 
16.02 
12.68 
14.05 
19.03 
18.48 
17.82 
19.62 
14.71 
19.85 
18.02 
20.32 
17.15 
17.66 
16.19 
17.01 
16.41 

H= FIG I = E'H 

27.65% 

96.01% 
88.14% 
80.51% 
73.22% 
68.32% 
59.88% 
53.90% 
48.42% 
43.45% 
38.91% 
34.78% 
31.10% 
27.75% 
24.75% 
22.04% 
19.6 1 Yo 
17.42% 
15.42% 
13.63% 
12.00% 
10.48% 
16.36% 
16.07% 
13.22% 
11.36% 
8.18% 
6.69% 
4.93% 
4.65% 
3.56% 
2.63% 
2.71% 
2.81% 
2.55% 
3.40% 
2.52% 
2.78% 
2.46% 
2.92% 
2.83% 
3.09% 
2.94% 
3.05% 

10,137,801 

494,756 
635,683 
497,606 
329,710 
748,252 
422,091 
119,358 
290,400 
48,083 
860,138 
465,136 
550,629 
256,647 
652,445 
831,162 
916,478 
917,710 
92,973 
761,356 
74,787 
77,876 
8,200 
16.859 
7,643 
8,546 
16,298 
11,329 
6,271 
2,630 
1,442 
5,580 
4,040 
2,252 
1,332 
289 

1,056 
10 
68 
16 
138 
66 
7 

4 56 



Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1R 
Account: 2232 Circuit DDS Exhibits of Nancy Heller Hughes 

Page 25 of 47, December 20,2004 
Avg Life: 8.1 
Iowa Curve: L1.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Rernainincl Service Condition Less DeDreciation Survivina Plant Cost New 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

0 C D E = C'D G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
I998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 

5,472,751 

50,945 
99,979 
314,214 
264,470 

1.118,818 
508,941 
299,174 
306,396 
379,638 
228,458 
267,317 
303,287 
136,541 
160,013 
89,462 
186,543 
199,791 
55,069 
232,317 
82,738 
88,613 
84,150 
9,276 
2,582 
251 

3,180 
57 
531 

0.987 

1 .ooo 
1.000 
1.027 
1.056 
1.086 
1.056 
1.086 
1.000 
1.027 
0.974 
0.974 
1.000 
1.118 
1.118 
1.086 
1.086 
0.974 
0.644 
0.487 
0.463 
0.396 
0.404 
0.409 
0.355 
0.317 
0.299 
0.302 
0.328 

5,400,555 

50,945 
99,979 
322,698 
279.280 

1,215,036 
537,442 
324,903 
306,396 
389,888 
222,518 
260,367 
303,287 
152,653 
178,895 
97,156 
202,586 
194,596 
35,464 
113,138 
38,308 
35,091 
33,997 
3,794 
917 
80 
951 
17 
174 

F 

5.03 
4.64 
4.30 
4.05 
3.87 
3.70 
3.52 
3.33 
3.13 
2.93 
2.74 
2.54 
2.35 
2.16 
I .98 
1 .80 
1.62 
1.45 
1.29 
1.13 
0.97 
0.85 
0.72 
0.59 
0.50 
0.50 
0.50 
0.50 

5.53 
6.14 
6.80 
7.55 
8.37 
9.20 
10.02 
10.83 
11.63 
12.43 
13.24 
14.04 
14.85 
15.66 
16.48 
17.30 
18.12 
18.95 
19.79 
20.63 
21.47 
11.13 
9.16 
9.39 
6.42 
7.92 
7.90 
13.01 

34.1 5% 

90.96% 
75.58% 
63.24% 
53.65% 
46.25% 
40.24% 
35.12% 
30.72% 
26.91% 
23.58% 
20.67% 
18.1 0% 
15.83% 
13.81% 
12.01 % 
10.40% 
8.96% 
7.67% 
6.51% 
5.47% 
4.54% 
7.60% 
7.88% 
6.29% 
7.79% 
6.31% 
6.33% 
3.84% 

1,844,182 

46,340 
75,569 
204,082 
149,833 
561,931 
216,254 
114,115 
94,136 
104,922 
52,480 
53,814 
54,892 
24,158 
24,698 
1 1,667 
21,070 
17,437 
2,720 
7,364 
2,095 
1,592 
2,582 
299 
58 
6 
60 
1 
7 
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Company: Qwest -Arizona 
Account: 2232 Circuit Digital 

Avg Life: 10.0 
Iowa Curve: 02.0 

Vintage Age 
A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 

1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 

1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

1981 

I 968 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 

19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 

29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 

39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

18.5 

28.5 

38.5 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 26 of 47, December 20,2004 

ReprocJction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

I = E'H C 

1,687,132,597 

72,004,486 
76,899,569 
258,256,113 
219,201,984 
206,614,234 
107,969,354 
69,971,255 
104,613,875 
74,354,133 
55,959,572 
41.708,477 
47,096,186 
47,7 12,287 
43,969,383 
34,318,002 
36,715,165 
33,900,647 
43,886,757 
41,973,150 
25,181,269 
17,211,323 
9,497,706 
5,914,799 
3,330,37 1 
1,713,050 
810,257 
576,947 

1 I 172,227 

1,152,890 
925,950 
469,822 
465,803 
199,584 
308,095 
12,064 
73,343 
57,294 
20,065 
39,455 
7,251 

0 
20,999 
1,050 
664 
0 

63,778 
0 

472 
747 
0 
0 
0 

7 50,7 87 

, AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 

D 

0.992 

1.000 
1.000 
1.027 
1.056 
1.086 
1.056 
1.086 
1.000 
1.027 
0.974 
0.974 
1.000 
1.118 
1.118 
1.086 
1.086 
0.974 
0.644 
0.487 
0.463 
0.396 
0.404 
0.409 
0.355 
0.317 
0.299 
0.302 

0.362 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 
0.365 

0.328 

E = C'D 

1,673,497,550 

72,004,486 
76,899,569 
265,229,028 
231,477,295 
224,383,058 
114,015,638 

104,613,875 
76,361,695 
54,504,623 
40,624,057 
47,096,186 
53,342,337 
49,157,770 
37,269,350 
39,872,669 
33,019,230 
28,263,072 
20,440,924 
11,658,928 
6,815,684 
3,837,073 
2,419,153 
1,182,282 
543,037 
242,267 
174,238 
384,490 

75,988,783 

271,785 
420,805 
337,972 
171,485 
170,018 
72.848 
112,455 
4,403 
26,770 
20,912 
7,324 
14,401 
2,647 

0 
7,665 
383 
242 
0 

23,279 
0 

172 
273 
0 
0 
0 

21 

F 

4.59 
5.30 
5.56 
5.63 
5.60 
5.51 
5.38 
5.24 
5.10 
4.98 
4.89 

4.84 
4.86 
4.90 
4.92 
4.90 
4.83 
4.70 
4.52 
4.29 
4.31 
3.93 
3.53 
3.10 
2.66 
2.21 
1.75 
1.28 
0.83 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

4.84 

G 

5.09 
6.80 
8.06 
9.13 
10.10 
11.01 
11.88 
12.74 
13.60 
14.48 
15.39 
16.34 
17.34 
18.36 
19.40 
20.42 
21.40 
22.33 
23.20 
24.02 
24.79 
16.74 
16.37 
14.87 
13.79 
13.11 
12.20 
11.98 
13.30 
16.43 
16.64 
17.86 
17.04 
17.59 

22.02 
18.23 
18.19 
18.04 
19.04 
16.88 
0.00 
17.70 
18.24 

0.00 
17.12 
0.00 
15.64 
18.50 
0.00 
0 .oo 
0.00 

20.87 

18.36 

H= F/G 

51.02% 

90.19% 
77.93% 
68.97% 
61.66% 
55.44% 
50.03% 
45.29% 

37.50% 

31.76% 
29.62% 
27.90% 
26.49% 
25.26% 
24.09% 

41.13% 

34.38% 

22.89% 
21.62% 
20.26% 
18.82% 
17.3 1 Yo 
25.72% 
24.00% 
23.72% 
22.50% 
20.30% 
18.11% 
14.59% 
9.64% 
5.03% 
3.00% 
2.80% 
2.93% 
2.84% 
2.40% 
2.27% 
2.74% 
2.75% 
2.77% 
2.63% 
2.96% 
0.00% 
2.83% 
2.74% 
2.72% 
0.00% 
2.92% 
0.00% 
3.20% 
2.70% 
0.00% 
0.00% 
0.00% 

853,901,572 

64,938,141 
59,929,128 
182,921,052 
142,724,424 
124,393,760 
57,046,291 
34,416,618 
43,024,608 
28,632,185 

12,901,766 
13,949,593 
14,880,082 
13,020,210 
9,413,697 
9,604,718 
7,558,251 
6,110,731 
4,142,127 
2,194,492 
1,179,689 
987,075 
580,509 
280,394 
122,195 
49,191 
31,563 

26,191 
21,158 
10,154 

4,988 
2,071 
2,695 
100 
734 
575 
203 
378 
78 
0 

217 
11 
7 
0 

680 
0 
6 
7 
0 
0 
0 

18,736,887 

56,083 

4,801 



I 

Company. Qwest - Arizona 
Account: 2232 Circuit Digital 

Avg Life: 10.0 
Iowa Curve. 02.0 

Reproduction Cost 

Vintage Age 
A B 

1950 53.5 
1949 54.5 
I 948 55.5 
1947 56.5 
1946 57.5 

1944 59.5 
1943 60.5 
1942 61.5 

1945 58.5 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 27 of 47, December 20,2004 

lew Less Depreciation 
Telephone Plant in Service as of December 31, 2003 

Reoroduction 
Plant Telephone 

Surviving Plant 
as of 12/31/03 Translator 

C D 

I AZ Qwest Lives RCNLD NHH Exhibit 1R.xls 

29,316 0.365 
0 0.365 
0 0.365 
0 0.365 
0 0.365 
0 0.365 
0 0.365 
0 0.365 

590 0.365 

Reproduction Average 

(RCN) Life 
Cost New Remaining 

E = C'D F 

10,700 0.50 
0 0.50 
0 0.50 
0 0.50 
0 0.50 
0 0.50 
0 0.50 
0 0.50 

215 0.50 

Average Cost New 
Service Condition Less Depreciation 

Life Per c e n I (RCNLD) 
G H= FIG I = E'H 

21.13 2.37% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 

22.61 2.21% 

253 
0 
0 
0 
0 
0 
0 
0 
5 

22 
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Company: Qwesl -Arizona 
Account: 2232 Circuit Analog 

Avg Life: 8.0 
Iowa Curve: LO.0 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 28 of 47, December 20,2004 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Llfe Percent ( R C N L D ) 
SUNlVlng Plant Cos1 New Remaining Service Condition Less Depreciation 

c B D E = C'D F G H= F/G I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1988 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 

0.5 
1 5  
2 5  
3.5 
4 5  
5.5 
6.5 
7 5  
8.5 
9.5 

10.5 
11.5 
12 5 
13.5 
14.5 
15.5 
16.5 
17.5 
18 5 
19.5 
20 5 
21.5 
22 5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 

I; 

39,436,136 

244,997 
289.039 
510,480 
711,959 

1,687,434 
1,303,392 

445.098 
630.912 
624.786 
702,621 

1.126.394 
1,710,060 
1,076,586 
1.175.087 
2,248.516 
2,380,162 
3.357.293 
3,535,757 
3,333,371 
2,309,746 
2,722,746 
2.181.598 
1,283,700 

941,101 
885.764 
347,169 
208.513 
139,036 
157.488 
132,267 
157,040 
120,389 
158,836 
1W.412 
41.985 
17,039 
20,469 
22,929 
10,022 
6,735 

301.575 
5.432 
1,359 

11,590 
5.585 

35.857 
4,922 
2,305 

92 
3,297 

0 
733 

1,971 
359 

2,191 

1 005 

1 000 
1007 
1014 
1 OW 
1 007 
1 007 
0 993 
0 986 
0 966 
0 960 
0 966 
0 980 
0 986 
1 000 
1 000 
1021 
0 986 
1000 
0 947 
0 947 
0 935 
1091 
1125 
1 108 
1180 
1210 
1 220 
1 297 
1286 
1333 
1 385 
1333 
1125 
0 883 
0 906 
0 832 
0 686 
0 643 
0 673 
0 632 
0 615 
0 527 
0 485 
0 462 
0 482 
0 475 
0 454 
0 451 
0 463 
0414 
0 359 
0 351 
0 340 
0 351 
0 350 

39,638,357 

244.997 
291,062 
517.627 
71 1,959 

1,699,246 
1,312,516 

44 1.982 
622.079 
603.543 
674.516 

1,088,037 
1,675.859 
1,061.514 
1,175,087 
2,248,516 
2,430,145 
3,310,291 
3,535,757 
3,156,702 
2.187.329 
2,545,768 
2,380,123 
1,444,163 
1,042,740 
1,045,202 

420,074 
254.386 
180,330 
202.530 
176,312 
217,500 
160,479 
178.691 
88.664 
38.038 
14,176 
14,042 
14,743 
6,745 
4,257 

185,469 
2,863 

659 
5,355 
2.692 

17.032 
2,235 
1,040 

43 
1.365 

0 
257 
670 
126 
767 

4.10 
4.31 
4.35 
4.32 
4.24 
4.13 
3.99 
3.83 
3.68 
3.51 
3.35 
3.18 
3.02 
2.86 
2.70 
2.55 
2.40 
2.25 
2.11 
1.97 
1.83 
1.79 
1.64 
1.50 
1.37 
1.23 
1.11 
0.98 
0 85 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

4.60 
5.81 
6.85 
7.82 
8.74 
9.63 

10.49 
11 33 
12.18 
13.01 
13 85 
14.68 
15.52 
16.36 
17.20 
1805 
18.90 
19.75 
20.61 
21.47 
22 33 
13.88 
13.70 
12.68 
12 54 
11.55 
11.81 
12.87 
12.64 
13.84 
14.98 
14.98 
16.12 
15.46 
18.18 
17.91 
17.25 
17.90 
18.18 
17.64 
19.48 
17.37 
17.32 
16.86 
18.26 
16.95 
17.32 
19.66 
15.11 
17.49 
0.00 

13 47 
14.99 
16.27 
17.54 

18.74% 

89.13% 
74.19% 
63.53% 
55.26% 
48.53% 
42.86% 
38.02% 
33.83% 
30.19% 
26.99% 
24.18% 
21.69% 
19.47% 
17.49% 
15.72% 
14.1 3% 
12.70% 
11 40% 
10.23% 
9.17% 
8 20% 

12.87% 
11.98% 
11.84% 
10.89% 
10.68% 
9.41% 
7.59% 
6.71% 
3.61% 
3.34% 
3.34% 
3.10% 
3.23% 
2 75% 
2.79% 
2.90% 
2.79% 
2.75% 
2.83% 
2.57% 
2.88% 
2.89% 
2.97% 
2.74% 
2.95% 
2.89% 
2.54% 
3.31% 
2.86% 
0.00% 
3.71% 
3 34% 
3.07% 
2.85% 

7,426,594 

218,365 
215,950 
328,835 
393,452 
824.645 
562,566 
168.030 
210,467 
182.203 
182.084 
263,099 
363,444 
206.684 
205,550 
353.488 
343.387 
420,316 
403,137 
322,971 
200,569 
208,831 
306.302 
173,059 
123,512 
11 3,825 
44,852 
23.948 
13,689 
13,584 
6.370 
7,260 
5.356 
5,543 
2.868 
1,046 

396 
407 
412 
185 
121 

4,761 
82 
19 

159 
74 

502 
65 
26 

1 
39 
0 

10 
22 
4 

22 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - "ti-I R 
Account: 2362 Other Termination Equipment Exhibits of Nancy Heller Hughes 

Page 29 of 47, December 20,2004 
Avg Life: 6.8 
Iowa Curve: 03.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

I I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 

C 

61,115,593 

2,666,983 
3,458,316 
7,305,577 
8,894,105 
7,739,440 
6,079,312 
5,746,090 
5,403,628 
5,079,136 
3,676,515 
1,787,158 

370,843 
457,973 
303,940 
122,361 
385,584 
35,275 

125,246 
25,119 
83.658 

140,391 
68,596 
14,248 

151,883 
198,672 
175,486 
101,450 
78,015 
54,695 
75,587 
36,120 
6,834 

123,907 
6,027 

658 
1,017 

0 
135,748 
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D 

0.968 

1 .ooo 
1.000 
0.995 
0.979 
0.984 
0.974 
0.945 
0.926 
0.896 
0.875 
0.875 
0.883 
0.879 
0.892 
0.892 
0.909 
0.867 
0.871 
0.892 
0.917 
0.964 
1.132 
1.260 
1.340 
1.488 
1.588 
1.673 
1.703 
1.734 
1.766 
1.766 
1.750 
1.750 
1.750 
1.615 
1.575 
1.537 
1.537 

E = C'D 

59,157,645 

2,666,983 
3,458,316 
7,269,049 
8,707,329 
7,615,609 
5,921,250 
5,430,055 
5,003,760 
4,550,906 
3,216,951 
1,563,763 

327,454 
402,558 
271,114 
109,146 
350,496 
30,583 

109,089 
22,406 
76,714 

135.337 
77,651 
17,952 

203,523 
295,624 
278,672 
169,726 
132,860 
94,841 

133,487 
63,788 
11,960 

216,837 
10,547 
1,063 
1,602 

0 
208.645 

24 

F 

6.73 
6.61 
6.57 
6.58 
6.63 
6.69 
6.73 
6.73 
6.68 
6.58 
6.43 
6.23 
5.98 
5.70 
5.38 
5.03 
4.65 
4.25 
3.83 
3.40 
2.95 
2.49 
2.02 
1.55 
1.07 
0.60 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

G H= FIG 

58.17% 

7.23 93.08% 
7.95 83.14% 
9.05 72.60% 

10.08 65.28% 
11.23 59.57% 
12.12 55.20% 
13.04 51.61% 
14.21 47.36% 
15.12 44.18% 
15.68 41.96% 
12.92 49.77% 
13.12 47.48% 
12.50 47.84% 
12.02 47.42% 
7.54 71.35% 

18.58 27.07% 
9.37 49.63% 

11.65 36.48% 
4.51 84.92% 
4.95 68.69% 

18.79 13.25% 
13.07 15.46% 
4.18 37.08% 

12.98 8.24% 
9.52 6.30% 

17.61 2.84% 
11.26 4.44% 
8.85 5.65% 

10.55 4.74% 
12.27 4.07% 
10.81 4.62% 
10.70 4.67% 
11.23 4.45% 
11.36 4.40% 
16.65 3.00% 
0.00 0.00% 

15.59 3.21% 

14.65 20.14% 

34,411,794 

2,482,544 
2,675,405 
5,277,089 
5,683,951 
4,536,522 
3,268,413 
2,802,475 
2,369,831 
2,010,585 
1,349,970 

778.25 1 
155,491 
192,584 
128,565 
77,879 
94,887 
15,177 
39,797 
19,028 
52,693 
27,252 
10,290 
2,775 

75,469 
24,370 
17,563 
4,819 
5,902 
5,356 
6,326 
2,599 

553 
10,131 

469 
47 
48 
0 

6,690 
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Arizona Corporation Commission 
Docket No. T-010576-03-0454 
Docket No. T-0000oD-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: 241 1 Pole Lines Exhibits of Nancy Heller Hughes 

Page 30 of 47, December 20,2004 
Avg Life: 46.4 
Iowa Curve: 0 1  .O 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

0 C D E = C'D F G H= FIG I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

52,703,591 

1,545,388 
1,626,411 
1,720,203 
1,785,254 
1,651,339 
1,596,604 
1,834,927 

736,300 
1,339,717 
1,813,694 
1,713,925 
1,377,190 
1,642,215 
1,661,640 
2,344,916 
1,267,205 

929,899 
1,592,751 
1,166,511 

878,184 
1,144,745 
1,024,363 

222,184 
188,518 
186,429 
367,319 
333,34 1 

1,244,435 
169,250 
275,336 
379,857 
209,134 
266,245 
349,418 
340,418 
297,226 
245,720 
346,500 
526,287 
650,338 
756,437 
647.71 8 
870,839 

1,545,738 
1,640,871 
1,192,432 

920,944 
710,713 
659,822 
791,192 
573,021 
435,518 
373,063 
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3.793 

1.017 
1.044 
1.073 
1.108 
1.121 
1.148 
1.183 
1.238 
1.282 
1.296 
1.404 
1.451 
1.511 
1.582 
1.631 
1.683 
1.603 
1,620 
1.671 
1.726 
1.758 
1.819 
1.892 
2.039 
2.274 
2.613 
2.815 
2.975 
3.032 
3.61 1 
4.421 
4.876 
5.315 
5.840 
6.064 
6.307 
6.662 
6.757 
6.855 
7.060 
7.167 
7.167 
7.391 
7.508 
7.629 
7.629 
8.298 
8.759 
9.460 
9.275 
9.854 

10.283 
10.51 1 

199,908,134 

1,571,660 
1,697,973 
1,845,778 
1,976,061 
1,851,151 
1,832,901 
2,170,719 

91 1,539 
1,7173 7 
2,350,547 
2,406,351 
1,996,303 
2,481,387 
2,660,354 
3,824,556 
2,166,366 
1,490,628 

1,949,240 
1,515,746 
2,012,462 
1,863,316 

420,372 
384,388 
423,940 
959,805 
938,355 

3,702,194 
513,166 
994,238 

1,679,348 
1,019,737 
1,415,092 
2,040,601 
2,064,295 
1,674,604 
1,636,987 
2,341,301 
3,607,697 
4,591,386 
5,421,384 
4,642,195 
6,436,371 

11,605,401 
12,518,205 
9,097,064 
7,641,993 
6,225,135 
6,241,916 
7,338,306 
5,646,549 
4,478,432 
3,921,265 

2,580,257 

25 

17.57 
20.73 
22.53 
23.77 
24.70 
25.41 
25.97 
26.42 
26.77 
27.06 
27.28 
27.44 
27.56 
27.64 
27.69 
27.70 
27.68 
27.64 
27.58 
27.49 
27.38 
27.26 
35.15 
34.65 
34.15 
33.65 
33.15 
32.65 
32.15 
31.65 
31.15 
30.65 
30.15 
29.65 
29.15 
28.65 
28.15 
27.65 
27.15 
26.65 
26.15 
25.65 
25.15 
24.65 
24.15 
23.65 
23.15 
22.65 
22.15 
21.65 
21.15 
20.65 
20.15 

63.93% 

18.07 97.23% 

25.03 90.01% 

29.20 84.59% 
30.91 82.21% 

22.23 93.25% 

27.27 87.17% 

32.47 79.98% 
33.92 77.89% 
35.27 75.90% 
36.56 74.02% 
37.78 72.21% 
38.94 70.47% 
40.06 68.80% 
41.14 67.19% 
42.19 65.63% 
43.20 64.12% 
44.18 62.65% 
45.14 61.23% 
46.08 59.85% 
46.99 58.50% 
47.88 57.18% 
48.76 55.91% 
41.87 83.95% 
44.06 78.64% 
40.52 84.28% 
44.25 76.05% 
46.81 70.82% 
50.36 64.83% 
37.61 85.48% 
43.60 72.59% 
39.25 79.36% 
35.75 85.73% 
41.85 72.04% 
41.84 70.87% 
39.28 74.21% 
38.44 74.53% 
36.78 76.54% 
39.01 70.88% 
38.24 71 .OO% 
41.25 64.61% 
43.12 60.64% 
39.57 64.82% 
40.61 61.93% 
45.26 54.46% 
44.27 54.55% 
45.06 52.49% 
42.83 54.05% 
38.46 58.89% 
35.67 62.10% 
37.73 57.38% 
34.81 60.76% 
30.24 68.29% 
29.14 69.15% 

127,810,217 

1,528,172 
1,563,400 
1,661,421 
1,724,185 
1,565,871 
1,506,762 
1,736,174 

709,990 
1,303,599 
1,739,765 
1,737,566 
1,408,152 
1,707,115 
1,787,365 
2,510,121 
1,389,062 

933,920 
1,579,936 
1,166,667 

886.739 
1,150,8 1 9 
1,04 1,7 15 

352,904 
302,293 
357,294 
729,885 
664,526 

2,400,251 
438,668 
721,735 

1,332,782 
874,264 

1,019,475 
1,446,076 
1,531,930 
1,397,175 
1,252,887 
1,659,497 
2,561,427 
2,966,314 
3,287,783 
3,009,156 
3,986,081 
6,320,661 
6,828,883 
4,774,646 
4,130,566 
3,666,129 
3,876,043 
4,210,822 
3,430,753 
3,058,188 
2,711,513 



Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: 241 1 Pole Lines Exhibits of Nancy Heller Hughes 

Page 31 of 47, December 20,2004 
Avg Life: 46.4 
Iowa Curve: 01.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

B C D E = C'D F ' G  H= FIG I = E'H A 

1950 
1949 

1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 

1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 

1927 
1926 
1925 

I 948 

I 938 

1928 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 

69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

68.5 

338,330 
249,942 

231,074 
176,794 
133,984 
51,361 
39,511 
79,463 

135,322 
125,685 
49,007 

62,423 
41,990 
57.250 
21,247 
27,175 
26.477 

235,842 

41,895 

19,885 
85,499 
82,575 
84,747 
71,426 
27,292 
57,751 

11.262 
11.537 
11.825 
12.447 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 
13.912 

3,ai 0,272 
2,883,581 
2,788,832 
2,876,178 

1,863,985 

i,105,4ag 
I ,882,600 
1,748,530 

681,785 
582,843 
868,429 

295,588 
378,059 
368,348 

1,189,462 
I ,148,783 

379,686 
803,432 

2,459,558 

714,534 
549,677 

584,165 
796,462 

276,640 

1,179,000 
993,679 

19.65 
19.15 
18.65 
18.15 
17.65 
17.15 
16.65 
16.15 
15.65 
15.15 
14.65 
14.15 
13.66 
13.15 
12.66 
12.15 
11.65 
11.15 
10.65 
10.16 
9.66 
9.16 
8.66 

7.66 
7.16 

8.16 

26.58 

24.98 

27.58 

25.87 

23.81 

26.92 

25.08 
23.42 

25.56 
25.13 

22.65 
29.02 

25.36 
21.46 
25.36 
20.96 
21.52 
26.94 
25.76 
26.51 
23.79 
24.08 
32.12 
25.43 
25.04 
25.56 

73.93% 
71.14% 
74.66% 
72.37% 
75.36% 

65.14% 
64.27% 
60.49% 
66.89% 

59.43% 

62.18% 

50.48% 

53.86% 
61.28% 
49.92% 
57.97% 
54.14% 
41.39% 
41.34% 

40.61% 
38.33~~ 

3 8 . 0 4 ~ ~  
26.96% 
32.09% 
30.59% 
2 8 . 0 1 ~ ~  

2,816,849 

2,082,134 
2,081,445 
I ,853,595 

2,051,284 

1,159,077 
465,454 
353,254 
668,763 

1,259,222 

405,177 
313,945 
532,145 
291,622 
461,690 
160,019 
156,472 

106,023 

436,996 
317,875 

116,150 
225,062 

882,700 

152,287 

482,985 

318,852 
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Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 32 of 47, December 20,2004 

Company: Qwest -Arizona 
Account: 

Avg Life: 12.0 

2421 Aerial Cable - Metallic 

Iowa Curve: R1.O 
Reproduction Cost New Less Depreciation 

Telephone Plant in Service as of December 31,2003 
Reproduction 

Plant Telephone Reproduction Average Average Cost New 
Surviving Plant Cost New Rernainina Service Condition Less DeDreCiatiOn " 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
E = C*D - - B A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

L 

198,306,710 

9,268,010 
8,174,820 

10,204,118 
13,297,453 
7,739,297 
7,735,931 
9,638,886 

10,816,115 
8,425,887 
6,477,344 
6,398,621 
6,289.1 28 
7,189,042 
7,560,340 
6,717,356 
7,071,987 
6,131,969 
4,764,405 
4,650,293 
4,156,437 
3,671.077 
5,091,699 
1,794,184 
1,681,363 
1,471,680 

454,994 
1,293,319 

902,886 
928,167 

1,320,187 
1,437,313 
1,453,781 
1,208,286 
1,922,415 
1,475,986 
1,098,470 
1,072,421 
1,179,106 
1,310,308 
1,393,408 
1,645,491 
1,490,763 
1,384,880 
2,991,048 
1,697,618 
1,010,403 

532,810 
357,880 
451,343 
431,428 
267,511 
157,813 
75,762 
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u 

1.752 

1.020 
1.057 
1.070 
1.103 
1.124 
1.093 
1.080 
1.096 
1.142 
1.252 
1.252 
1.284 
1.279 
1.288 
1.298 
1.509 
1.555 
1.583 
1.535 
1.689 
1.650 
1.722 
1.792 
1.829 
2.089 
2.338 
2.451 
2.615 
2.824 
2.824 
3.299 
3.530 
3.639 
3.677 
4.057 
4.202 
4.358 
4.468 
4.707 
4.903 
4.972 
4.836 
4.836 
4.707 
4.903 
4.972 
4.903 
4.770 
5.191 
5.516 
5.603 
5.787 
6.086 

347,423,150 

9,453,370 
8,640,785 

10,918,406 
14,667,091 
8,698,970 
8,455,373 

10,409,997 
11,854,462 
9,622,363 
8,109,635 
8,011,073 
8,075,240 
9,194,785 
9,737,718 
8,719.128 

10,671,628 
9,535.21 2 
7,542,053 
7.138.200 
7,020,222 
6,057,277 
8,767,906 
3,215,178 
3,075,213 
3,074,340 
1,063,776 
3,169,925 
2,361,047 
2,621,144 
3,728,208 
4,741,696 
5,131,847 
4,396,953 
7,068,720 
5,988,075 
4,615,771 
4,673,611 
5,268,246 
6,167,620 
6,831,879 
8,181,381 
7,209,330 
6,697,280 

14,078,863 
8,323,421 
5,023,724 
2,612,367 
1,707,088 
2,342,922 
2,379,757 
1,498,864 

913,264 
461,088 

27 

F 

7.05 
7.52 
7.50 
7.30 
6.99 
6.63 
6.22 
5.81 
5.38 
4.96 
4.55 
4.15 
3.76 
3.39 
3.03 
2.69 
2.36 
2.04 
1.74 
1.45 
1.18 
0.91 
0.65 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

G H= FIG I = E'H 

7.55 
9.02 

10.00 
10.80 
11.49 
12.13 
12.72 
13.31 
13.88 
14.46 
15.05 
15.65 
16.26 
16.89 
17.53 
18.19 
18.86 
19.54 
20.24 
20.95 
21.68 
22.41 
20.93 
19.62 
20.70 
19.98 
22.05 
23.49 
23.27 
23.64 
23.85 
23.95 
24.79 
26.59 
27.54 
26.01 
26.40 
27.66 
28.55 
27.54 
29.82 
29.90 
30.06 
32.00 
29.65 
28.57 
26.96 
25.29 
26.13 
24.94 
21.41 
17.74 
20.81 

22.11% 

93.38% 
83.36% 
7 5 .OO% 
67.59% 
60.85% 
54.64% 
48.91% 
43.63% 
38.77% 
34.31% 
30.24% 
26.53% 
23.15% 
20.08% 
17.30% 
14.78% 
12.50% 
10.44% 
8.58% 
6.92% 
5.43% 
4.08% 
3.11% 
2.55% 
2.42% 
2.50% 
2.27% 
2.13% 
2.15% 
2.11% 
2.10% 
2.09% 
2.02% 
1.88% 
1.82% 
1.92% 
1.89% 
1.81% 
1.75% 
1.82% 
1.68% 
1.67% 
1.66% 
1.56% 
1.69% 
1.75% 
1.85% 
1.98% 
1.91 Yo 
2.00% 

2.82% 
2.34% 

2.40% 

79,117,938 

8,827,609 
7,203,168 
8,189,142 
9,913,531 
5,293.1 16 
4,620,242 
5,092,026 
5,172,341 
3,730.774 
2,782,798 
2,422,623 
2,142,052 
2,128,324 
1,955,230 
1,508,116 
1,576,909 
1,191,596 

787,191 
612,621 
485,475 
328,617 
357,571 
99,947 
78,385 
74,273 
26,618 
71,888 
50,256 
56,311 
78,849 
99,425 

107,121 
88,683 

132,938 
108,729 
88,717 
88,527 
95,220 

108,008 
124,02 1 
137,160 
120,545 
11 1,408 
220,012 
140,342 
87,914 
48,454 
33,747 
44,839 
47,708 
35,005 
25,734 
11,080 



-- 

Company: Qwest - Arizona 
Account: 2421 Aerial Cable - Metallic 

Avg Life: 12.0 
Iowa Curve: R1.O 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 33 of 47, December 20,2004 

Repro<-xtion Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

F D E = C'D A 

1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

B 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

C 

30,507 
26,543 
15,174 
7,960 
6,981 

568 
1,858 
1,837 

13,563 
1 3,990 
5,099 
6,856 
1,581 
2,522 
4,709 
5,522 

927 
1,575 
1,180 
1,707 
1,266 

11,790 
9,281 
4,298 
3,534 

762,643 

7.060 
7.204 
7.060 
7.51 1 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 
8.023 

215,379 
191,216 
107.1 28 
59,788 
56,009 
4,557 

14,907 
14,738 

108.8 16 
112,242 
40,909 
55,006 
12,684 
20,234 
37,780 
44,303 

7,437 
12,636 
9,467 

13,695 
10,157 
94,591 
74,461 
34,483 
28,353 

6,118,685 

0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0 50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

G 

18.87 
21.57 
15.85 
19.71 
19.71 
20.98 
17.41 
15.31 
21.76 
25.02 
23.57 
24.51 
26.41 
24.09 
27.46 
23.76 
24.82 
23.87 
30.05 
27.85 
24.74 
27.41 
28.76 
34.51 
24.77 
24.79 

H= FIG I = E'H 

2.65% 
2.32% 
3.1 5% 
2.54% 
2.54% 
2.38% 
2.87% 
3.27% 
2.30% 
2.00% 
2.12% 
2.04% 
1.89% 
2 I 08% 
1.82% 
2.100/0 
2.01% 
2.09% 
1.66% 
1.80% 
2.02% 
1.82% 
1.74% 
1.45% 
2.02% 
2.02% 

5,706 
4,433 
3,379 
1,516 
1,421 

109 
428 
481 

2,500 
2,243 

868 
1,122 

240 
420 
688 
932 
150 
265 
158 
246 
205 

1,725 
1,295 

500 
572 

123,399 
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Company: Qwest - Arizona 
Account: 2421 Aerial Cable - Non-Metallic 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 34 of 47, December 20,2004 

Avg Life: 14.5 
IowaCurve: SQ 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
COS1 New Plant Telephone Reproduction Average Average 

Survivinq Plant COS1 New Remainina Service Condition Less Demeciation - 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

A 0 C D E = C'O F G H= FIG I = E" 

Total 

2003 0.5 
2002 I .5 
2001 2.5 
2000 3.5 
1999 4.5 
1998 5.5 
1997 6.5 
1996 7.5 
1995 8.5 
1994 9.5 
1993 10.5 
1992 11.5 
1991 12.5 

9,323,143 1.154 

618,238 1.019 
782,990 1.029 
480,633 1.059 

1,199,502 1.092 
157,044 1.126 
385,583 1.151 
249,466 1.176 

1,818,041 1.189 
1,878,764 1.216 
1,184,032 1.230 
273,120 1.216 
140,030 1.202 
155,700 1.189 

A 2  Qwest Lives RCNLD NHH Exhibit 1R.xls 

10,756,682 

629,985 
805,697 

1,309,856 
176,832 
443,806 
293,372 

2,161,651 
2,284,577 
1,456,359 
332,114 
168,316 

508,990 

I a5,i 27 

29 

56.78% 

15.00 96.67% 14.50 
13.50 15.00 90.00% 
12.50 15.00 83.33% 

10.50 15.00 70.00% 
9.50 15.00 63.33% 
8.50 15.00 56.67% 
7.50 15.00 50.00% 
6.50 15.00 43.33% 
5.50 15.00 36.67% 
4.50 15.00 30.00% 

11.50 15.00 76.67% 

3.50 15.00 23.33% 
2.50 15.00 16.67% 

6,108,167 

608,985 
725,127 
424,159 

1,004,223 

281,077 
166,244 

1,080,825 
989,983 
533,998 
99,634 
39,274 
30,855 

123,782 



Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest -Arizona Qwest Corporation - NHH-1 R 
Account: Exhibits of Nancy Heller Hughes 

Page 35 of 47, December 20,2004 
2422 Underground Cable - Metallic 

Avg Life: 15.0 
Iowa Curve: R1.5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

I 

I Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 

C A 

Total 

2003 
2002 
2001 
2000 
1999 

1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 

1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 

1967 
1966 
1965 
1964 
1963 
1962 

1 998 

i 989 

1968 

0 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 

45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

44.5, 

D 

1.752 

1.020 
1.051 
1.051 
1.080 
1.091 
1.040 
1.013 
1.030 
1.080 
1.210 
1.196 
1.220 
1.196 
1.183 

1.420 
1.495 
1.517 
1.433 
1.61 1 
1.532 
1.579 
1.620 
1.611 
1.862 
2.101 
2.190 
2.321 
2.488 
2.449 
2.907 
3.110 
3.141 
3.141 
3.456 
3.616 
3.702 
3.840 
4.039 
4.203 
4.203 
4.092 
4.092 
3.937 
4.039 
4.092 
3.987 
3.793 
4.147 
4.443 
4.443 
4.642 
4.859 

1.187 

E = C'D F 

9.51 
9.89 
9.79 
9.50 
9.12 
8.69 
8.22 
7.74 
7.26 
6.77 
6.29 
5.83 
5.38 
4.95 
4.54 
4.15 
3.79 
3 46 
3.15 
2.85 
2.58 
2.31 
2.16 
1 .89 
1.64 
1.41 
1.20 
0.95 
0.66 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

G 

10.01 
11.39 
12.29 
13.00 
13.62 
14.19 
14.72 
15.24 
15.76 
16.27 
16.79 
17.33 

18.45 
19.04 
19.65 
20.29 
20.96 
21.65 
22.35 
23.08 
23.81 
23.91 
24.79 
25.31 
26.51 
27.07 
26.98 
27.11 
28.41 
29.55 
30.52 

32.14 
32.65 
32.82 
34.35 
34.21 
35.95 
36.07 
34.26 
38.35 
39.50 
38.07 
40.61 
40.03 
40.99 
36.98 
40.29 
40.15 
41.36 
35.67 

17.88 

30.98 

40.98 

H= F/G I = E'H 

3a7,w,a02 

10,298,510 
11,233,325 

5,072,264 
22,299,668 
20,776,309 
10,596,082 
11,983,240 

10,703,859 
9,612,807 
3,367,541 

13,212,089 
10,157,069 

11,653,275 
13,252,383 

15,669,691 
12,375,873 

14,486,224 

8,537,959 

7,832,804 

10,882,745 

15,995,aoc~ 

16,977,824 
6,891,039 

7,688,388 

9,f27,523 
9,222,789 

4,997,476 
2,214,408 
3,916,789 
8,769.462 

1 1,341 ,I 47 
8,476.603 
7 I 627,374 
7,043,593 
4,434,672 
2,226,073 
2,372,006 
1,962,642 
2,274,941 
1,949,709 

1,528,803 
1,736,795 
2,966,381 
1,482,663 
1,509,947 
1,877,607 
1,357,526 
1,262,410 

662,908 
499,906 
280,364 

1,470,787 

189,834 

679,51a,a93 

i0,504,4ao 
11,806,225 
15,225,021 
5,478,045 

24,328,938 
21,607,361 

12,342,737 
9,220,996 

12,951,669 
11,496,917 
4,108,400 
9,368,034 

15,629,901 
12,056,441 
15,453,498 
17,421,646 
20,103,865 
22,921,994 
25,243,872 

26,807,984 
11,163,483 
15,187,740 
17,172,833 
16,153,303 
10,944,472 
5,139,641 
9,744,971 

21.476,4 12 
32,968,714 
26,362,235 
23,957,582 
22,123,926 
15,326,226 
8,049,480 
8,781,166 
7,536,545 

10,733,831 

18,959,837 

9,188,4a7 
8, I 94,627 
6,181,718 
6,255,862 
7,106,965 

11,678,642 
5,988,476 
6,178,703 
7,486,019 
5,149,096 
5,235,214 
2,945,300 

1,301,450 
922,403 

2,221,082 

30 

19.63% 

95.00% 

79.65% 
86.83% 

7 3 . 0 8 ~ ~  

55.86% 
5 0 . 8 0 ~ ~  

66.96% 
61.24% 

46.05% 
41.61% 
37.47% 
33.62% 
30.07% 
26.81% 
23.83% 
21.13% 
18.69% 

14.53% 
12.77% 

16.50% 

11.17% 
9.71% 
9.03% 
7.62% 
6.48% 

4.43% 
3.53% 
2.45% 
1.76% 
1.69% 
1.64% 

5.34% 

1.61% 

I .53% 

1.46% 
1.46% 
1.39% 
1.39% 
1.46% 
1.30% 
1.27% 

1.23% 
1.25% 
1.22% 
1.35% 
1.24% 
1.25% 
1.21% 
1.40% 
1.22% 

1.56% 

1.52% 

1.31% 

133,423,001 

9,979,705 
10,251,775 
12,127,259 
4,003,255 

16,291,733 
13,231,854 
5,995.491 
6,269,763 
4,246,370 

4,307,557 
1,381,363 

5,389,080 

2,817,180 
4 , 1 9 0 , ~ ~ a  
2,873,560 
3,265,738 
3,256,760 
3,317,478 
3,331,453 
3,222,447 
2,117,032 
2,602,890 
1,007,740 
1,157,545 
1,113,239 

484,696 
181,260 
238.289 
378,014 
557,824 
431,953 
386,675 
344,171 
234,736 
122,615 
127.822 
110,145 
127,806 

90,213 
81,565 
89,971 

153,403 
73,736 
77,176 
91,306 
69,625 
64,973 

26,849 

11,255 

861,869 

113,582 

36,682 

18,243 

1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
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Company: Qwest - Arizona 
Account: 2422 Underground Cable. 

Avg Life: 15.0 
Iowa Curve: R1.5 

Metallic 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 36 of 47, December 20,2004 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

F D E = C'D A 

1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

B 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

C 

41,680 
45.480 
82,986 

289,927 
10,785 
3,742 

0 
56,594 
27,054 

113,280 
69,954 
15,460 
13,749 
59,532 
7,585 

10 
34,034 
12,406 

700 
347 

30,031 
177,061 
74,154 
22,833 
28,503 

5.655 
5.868 
5.759 
5.981 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 

235,700 
266,877 
477,916 

1,734,053 
69.876 
24,244 

0 
366,673 
175,283 
733.941 
453,232 
100,165 
89,080 

385,708 
49,143 

65 
220,506 
80,378 
4,535 
2,248 

194,57 1 
1,147,178 

480,444 
147,935 
184,671 

0 

0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 
0 50 

G 

36.49 
15.25 
25.36 
47.82 
18.38 
27.48 
0.00 

44.94 
45.99 
50.98 
45.60 
42.63 
46.01 
51.15 
56.95 
64.36 
60.93 
59.29 
30.18 
42.62 
36.99 
57.87 
67.59 
64.79 
58.59 

H= FIG I = E'H 

1.37% 
3.28% 
1.97% 
1 .os% 
2.72% 
1.82% 
0.00% 
1.11% 
1.09% 
0.98% 
1.10% 
1.17% 
1.09% 
0.98% 
0.88% 
0.78% 
0.82% 
0.84% 
1.66% 
1.17% 
1.35% 
0.86% 
0.74% 
0.77% 
0.85% 
0.00% 

3,230 
8,752 
9,422 

18,133 
1,900 

44 1 
0 

4,080 
1,906 

4,970 
1,175 

968 
3,771 

431 
1 

1,809 
678 
75 
26 

2,630 
9,913 
3,554 
1,142 
1,576 

0 

7,198 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
QWeSt Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 37 of 47, December 20,2004 

Company: Qwest - Arizona 
Account: 2422 Underground Cable - Non-Metallic 

Avg Life: 13.1 
IowaCurve: SQ 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Survivina Plant Cost New Remainina Service Condition Less Deoreciation 

I Vintage Ape as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 
D E = C'D F G H= FIG I = E'H A B C 

Total 181,980,726 

2003 0.5 
2002 1.5 
2001 2.5 
2000 3.5 
1 999 4.5 
1998 5.5 
1997 6.5 
1996 7.5 
1995 8.5 
1994 9.5 
1993 10.5 
1992 11.5 
1991 12.5 
1990 13.5 
1989 14.5 
1988 15.5 
1987 16.5 
1986 17.5 
1985 18.5 
1984 19.5 

5,033,852 
8,246,191 

27,061,817 
39,173,769 
18,300,034 
6,748,344 
4,323,993 
9,554,552 
7,553,392 
6,581,443 
7,431,762 
5,179,360 
9,151,597 
4,225,532 
5,662,558 
3,824,838 
2,292,089 
5,307,728 
6,039,378 

288,497 

1.096 

1.012 
1.024 
1.061 
1 ,088 
1.115 
1.145 
1.160 
1.176 
1.192 
1.208 
1.176 
1.145 
1.130 
1.160 
1.145 
1.176 
0.879 
0.926 
0.861 
0.731 

'I 99,444,587 

5,094,258 
8,444,100 

28,7 12.588 
42,621,061 
20,404,538 
7,726,854 
5,015,832 

11,236,153 
9,003,64 3 
7,950,383 
8,739,752 
5,930,367 

10,341,305 
4,901,617 
6,483,629 
4,498,009 
2,014,746 
4,914,956 
5,199,904 

210,891 

12.50 
11 5 0  
10.50 
9.50 
8.50 
7.50 
6.50 
5.50 
4.50 
3.50 
2.50 
1.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
13.00 
14.00 
15.00 
16.00 
17.00 
18.00 
19.00 
20.00 

50.47% 

96.15% 
88.46% 
80.77% 
73.08% 
65.38% 
57.69% 
50.00% 
42.31% 
34.62% 
26.92% 
19.23% 
11.54% 
3.85% 
3.57% 
3.33% 
3.13% 
2.94% 
2.78% 
2.63% 
2.50% 

100,655,612 

4,898,325 
7,469,780 

23,190,936 
31,146,160 
13,341,429 
4,457,800 
2,507,916 
4,753,757 
3,116,646 
2,140,488 
1,680,722 

684,273 
397,742 
175,058 
216,121 
140,563 
59,257 

136,527 
136,840 

5,272 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1R 
Account: 2423 Buried Cable Metallic Exhibits of Nancy Heller Hughes 

Page 38 of 47, December 20,2004 
Avg Life: 12.0 
Iowa Curve: L1.5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31, 2003 

Reproduction 
Telephone Reproduction Average Average Cost New 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

Plant 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

- I r E = C'D F - A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11 5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45 5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

c; 

1,628,171,174 

63,550,598 
68,916,847 

119,473,541 
141,529,013 
102,216,637 
86,892,236 
92.883,712 
91,141,285 
69,927,991 
44,263,132 
33,488,287 
35,981,118 
34,697,266 
34,346,643 
40,979,775 
47,281,737 
57,779,416 
51,397,405 
59,990,601 
53,499,362 
38,354,000 
50,176,909 
21,061,546 
20,006,214 
19,527,131 
17,663,610 
11,938,044 
8,522,878 
7,285,589 

13,335,239 
22,447,435 
1 2,266,6 1 3 
12,159,835 
12,104,735 
7,867,593 
4,092,856 
3,304,809 
3,348,121 
2,036,749 
2,717,453 
2,538,316 
1,471,783 
1,084,117 

823,545 
289,326 
184,169 
224,482 
449,632 
156,131 
251,252 
53,309 
90,420 
4,091 

V 

1.338 

1.021 
1.049 
1.046 
1.072 
1.084 
1.024 
0.990 
1.003 
1.057 
1.197 
1.178 
1.197 
1.164 
1.151 
1.146 
1.393 
1.490 
1.513 
1.406 
1.594 
1.497 
1.544 
1.577 
1.552 
1.795 
2.027 
2.099 
2.241 
2.403 
2.328 
2.785 
2.980 
2.980 
2.950 
3.275 
3.425 
3.506 
3.634 
3.870 
4.027 
3.973 
3.870 
3.821 
3.679 
3.772 
3.821 
3.679 
3.506 
3.821 
4.139 
4.082 
4.257 
4.515 

2,178,731,279 

64,885,161 
72,293,773 

124,969,324 
151,719,102 
11 0,802,835 
86,977,650 
91,954,875 
91,414,709 
73,913,886 
52,982,969 
39,449,202 
43.069,398 
40,387,616 
39,532,986 
46,962,822 
65,863,460 
86,091,330 
77,764,274 
84,346,785 
85,277,983 
57,415,938 
77,473,147 
33,214,056 
31,049,644 
35,051,200 
35,804,137 
25,057,954 
19,099,770 
17,507,270 
31,044,436 
6231 6,106 
36,554,507 
36,236,308 
35,708,968 
25,766,367 
14,018,032 
11,586,660 
12,167,072 
7,882,219 

10,943,183 
10,084,729 
5,695,800 
4,142,411 
3,029,822 
1,091,338 

703,710 
825,869 

1,576,410 
596,577 

1,039,932 
217,607 
384,918 

18,471 

8.19 
7.63 
7.08 
6.58 
6.12 
5.72 
5.40 
5.15 
4.94 
4.76 
4.60 
4.44 
4.28 
4.11 
3.94 
3.75 
3.57 
3.38 
3.19 
3.01 
2.83 
2.65 
2.66 
2.47 
2.28 
2.11 
1.94 
1.79 
1.64 
1.49 
1.35 
1.21 
1.08 
0.89 
0.75 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

lj 

8.69 
9.13 
9.58 

10.08 
10.62 
11.22 
11.90 
12.65 
13.44 
14.26 
15.10 
15.94 
16.78 
17.61 
18.44 
19.25 
20.07 
20.88 
21.69 
22.51 
23.33 
24.15 
23.98 
24.45 
25.54 
26.31 
26.54 
27.32 
26.43 
27.69 
28.08 
28.49 
28.51 
28.94 
28.92 
29.35 
29.81 
31.65 
32.43 
32.36 
33.04 
33.83 
33.40 
30.42 
31.77 
29.85 
26.86 
26.22 
25.44 
29.65 
26.87 
33.06 
26.54 

H= FIG I = E'H 

32.46% 

94.25% 
83.58% 
73.92% 
65.28% 
57.62% 
50.98% 
45.38% 
40.69% 
36.74% 
33.37% 
30.44% 
27.85% 
25.50% 
23.35% 
21.35% 
19.49% 
17.77% 
16.18% 
14.71% 
13.36% 
12.12% 
10.99% 
11 .O8% 
10.08% 

8.02% 
8.94% 

7.33% 
6.54% 
6.19% 
5.38% 
4.80% 
4.25% 
3.77% 
3.09% 
2.59% 
1.70% 
1.68% 
1.58% 
1.54% 
1.54% 
1.51% 
1.48% 
1.50% 
1.64% 
1.57% 
1.67% 
I .86% 
1.91 % 
7.97% 
1.69% 
1.86% 
1.51% 
1.88% 

707,240,491 

61,151,899 
60,420,607 
92,371,249 
99,039,122 
63,849,769 
45,362,431 
41,726,086 
37,195,779 
27,153,061 
17,678,675 
12,009,106 
11,994,195 
10,299,673 
9,229,235 

10,025,856 
12,838,381 
15,298,616 
12,581,733 
12,408,929 
11,395,853 
6,961,662 
8,512,752 
3,679,048 
3,131,207 
3,134,299 
2,870,640 
1,836,176 
1,248,671 
1,083,670 
1,670,680 
3,001,189 
1,553,251 
1,367,858 
1,104,081 

668,101 
238,847 
194,365 
192,241 
121,535 
169,067 
152,631 
84,183 
62,021 
49,800 
17,177 
1 1,787 
15,375 
30,060 
11,724 
17,539 
4,049 
5,821 

348 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1R 
Account: 2423 Buried Cable Metallic Exhibits of Nancy Heller Hughes 

Page 39 of 47, December 20,2004 
Avg Life: 12.0 
lowa Curve: L1.5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

r. D E - C ' D  F G H= FIG I = E'H ,. 
U CI A 

1950 
1949 

1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 

1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

I 948 

I 938 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 

69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

68.5 

2,444 
10,083 
3,151 
317 
36 1 

1,303 
0 
0 

6,996 
60,465 
2,340 

0 
1,619 
227 

0 
0 
0 
0 
92 

2,204 
0 
0 
0 
0 
0 

4,958 

5.228 
5.418 
5.321 
5.519 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
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12,777 
54,630 
16,766 
1,750 
2,152 
7,766 

0 
0 

41,696 
360,371 
13,946 

0 
9,649 
1,353 
29,550 

0 
0 
0 
0 

13,613 
0 
0 
0 
0 
0 

548 

0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

23.90 
24.08 
28.73 
35.50 
36.33 
36.81 
0.00 
0.00 
37.02 
37.21 
32.36 
0.00 
36.83 
28.75 
32.32 
0.00 
0.00 
0.00 
0.00 

24.16 
0.00 
0.00 
0.00 
0.00 
0.00 

26.89 

2.09% 
2.08% 
1.74% 
1.41% 
I .38% 
1.36% 
0.00% 
0.00% 
1.35% 
1.34% 
1.55% 
0.00% 
1.36% 
1.74% 
1 .55% 
0.00% 
0.00% 
0.00% 
0.00% 

2.07% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

1.86% 

267 
1,134 
292 
25 
30 
105 
0 
0 

563 

216 
0 

131 
24 
457 
0 
0 
0 
0 
10 
282 
0 
0 
0 
0 
0 

4,843 



Cornpanv: Qwest - Arizona 

Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R . .  

Account: 2423 Buried Cable - Non-Metallic Exhibits of Nancy Heller Hughes 
Page 40 of 47, December 20,2004 

Avg Life: 17.6 
IowaCurve: SQ 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

(RCNLD) 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

Percent Vintage Age as of 12/31/03 Translator (RCN) Life Life 
A 0 C D E = C'D F G H= FIG I = E'H 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 

23,611,206 

1,063,455 
717,178 
563,593 

3,550,447 
400,860 
558,075 
254,229 

1,332.257 
2.358,672 
1,228,278 
1,171 ,I 50 

963,48 1 
3,908,017 
1,871,908 

240,697 
1,509,741 
1,201,640 

144.757 
572,771 

1.111 

1.024 
1.037 
1.063 
1.091 
1.120 
1.135 
1.151 
1.167 
1.200 
1.217 
1.167 
1.135 
1.120 
1.151 
1.135 
1.167 
0.857 
0.903 
0.840 

26,228,025 

1,088,978 
743,714 
599,099 

3,873,538 
448,963 
633,415 
292,618 

1,554,744 
2,830,406 
1,494,814 
1,366,732 
1,093,551 
4,376,979 
2,154,566 

273,191 
1,761.868 
1,029,805 

130,716 
481,128 

17.50 
16.50 
15.50 
14.50 
13.50 
12.50 
11.50 
10.50 
9.50 
8.50 
7.50 
6.50 
5.50 
4.50 
3.50 
2.50 
1.50 
0.50 
0.50 

18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
19.00 

48.37% 

97.22% 
91.67% 
86. I 1 Yo 
80.56% 
75.00% 
69.44% 
63.89% 
58.33% 
52.78% 
47.22% 
41.67% 
36.1 1% 
30.56% 
25.00% 
19.44% 
13.89% 
8.33% 
2.78% 
2.63% 

12,687,246 

1,058,729 
681,737 
515,891 

3,120,350 
336,722 
439,872 
186,950 
906,934 

1,493,826 
705,885 
569,472 
394,893 

1,337,410 
538,642 
53,120 

244,704 
85,817 
3,631 

12,661 
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Company: Qwest - Arizona 
Account: 2424 Submarine Cable - Metallic 

Avg Life: 15.0 
IowaCurve: SQ 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 41 of 47, December 20,2004 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Averaae Cost New 

Surviving Plant Cost New Rernaiiing Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life LUe Percent (RCNLD) 

B C D E = C*D F G H= F/G I=E"  A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 

2,572 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

2,572 

1.770 

1.020 
1.047 
1.060 
1.089 
1.110 
1.093 
1.089 
1.106 
1.149 
1.233 
1.242 
1.273 
1.278 
1.301 
1.321 
1.481 
1.487 
1.513 
1.494 
1.616 
1.609 
1.686 
1.770 

4,552 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

4,552 

14.50 
13.50 
12.50 
11.50 
10.50 
9.50 
8.50 
7.50 
6.50 
5.50 
4.50 
3.50 
2.50 
1.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

2.27% 

15.00 96.67% 
15.00 90.00% 
15.00 83.33% 
15.00 76.67% 
15.00 70.00% 
15.00 63.33% 

15.00 50.00% 

15.00 36.67% 
15.00 30.00% 
15.00 23.33% 
15.00 16.67% 
15.00 10.00% 
15.00 3.33% 
16.00 3.13% 
17.00 2.94% 
18.00 2.78% 
19.00 2.63% 
20.00 2.50% 
21.00 2.38% 
22.00 2.27% 

15.00 56.67% 

15.00 43.33% 

22.00 2.27% 

103 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

103.46 
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Company: Qwest - Arizona 
Account: 2426 lntrabuilding Cable - Metallic 

Avg Life: 
Iowa Curve: 

Vintage 
A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 42 of 47, December 20,2004 

19.0 
L2.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

D E = C'D F G H= FIG I = E'H n €3 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

I, 

43,325,426 

1,588,436 
1,425,325 
1,565,164 
1,410,809 
1,312,223 
1,176,260 
1,305,076 

989,299 
787.681 
503,731 
478,468 
615,315 
830,355 

1,034,159 
1,191,252 
1,390,509 
2,061,916 
2,562,121 
1,864,327 
2,080,071 
1,949,437 
2,177,055 
1,246,757 
1,075,107 
1,202,679 

835,562 
659,813 
755,979 
778,996 

1,000,838 
941,536 
687,503 
628,804 
572,491 
332,972 
250,086 
271,825 
223,594 
190,109 
273,931 
190,237 
153,974 
187,552 
103,029 
83,823 
54,158 
80,955 
48,173 
46,948 
35,777 
13,804 
17,879 
14,253 

1.857 

1.020 
1.054 
1.067 
1100 
1.121 
1.090 
1.080 
1.097 
1.143 
1.248 
1.253 
1.280 
1.275 
1.285 
1.299 
1.498 
1.544 
1.571 
1.524 
1.676 
1.637 
1.709 
1.787 
1.824 
2.083 
2.331 
2.444 
2.607 
2.816 
2.816 
3.290 
3.520 
3.629 
3.705 
4.046 
4.190 
4.346 
4.456 
4.693 
4.889 
4.958 
4.822 
4.889 
4.693 
4.889 
4.958 
4.958 
4.757 
5.176 
5.500 
5.587 
5.867 
6.175 

80,436,382 

1,620,205 
1,502,293 
1,670,030 
1,551,890 
1,471,002 
1,282,123 
1,409,482 
1,085,261 

900,319 
628,656 
599,520 
787,603 

1,058,703 
1,328,894 
1,547,436 
2,082,982 
3,214,478 
4,025,092 
2,841,234 
3,486,199 
3,191,228 
3,720,587 
2,227,955 
1,960,995 
2,505,597 
1,947,695 
1,612,583 
1,970,837 
2,193,653 
2,817,797 
3,097,653 
2,420,011 
2,281,930 
2,121,079 
1,347,205 
1,047,860 
1,181,351 

996,335 
892,182 

1,339,249 
943,195 
742,463 
916,942 
483,515 
409,811 
268,515 
401,375 
229,159 
243,003 
196,774 
77,123 

104,896 
88.012 

14.52 
13.63 
12.82 
12.07 
11.37 
10.69 
10.04 
9.43 
8.87 
8.40 
7.99 
7.66 
7.38 
7.15 
6.96 
6.79 
6.64 
6.50 
6.37 
6.23 
6.08 
5.93 
6.56 
6.31 
6.06 
5.81 
5.56 
5.31 
5.06 
4.82 
4.58 
4.35 
4.12 
3.90 
3.69 
3.48 
3.27 
3.07 
2.87 
2.67 
2.48 
2.29 
2.11 
1.93 
1.75 
1.57 
1.41 
1.25 
1.08 
0.99 
0.93 
0.50 
0.50 

29.51% 

15.02 96.67% 
15.13 90.09% 
15.32 83.69% 
15.57 77.52% 
15.87 71.64% 
16.19 66.03% 
16.54 60.71% 
16.93 55.69% 
17.37 51.08% 
17.90 46.91% 
18.49 43.22% 
19.16 39.98% 
19.88 37.13% 
20.65 34.64% 
21.46 32.43% 
22.29 30.47% 

24.00 27.10% 
24.87 25.60% 
25.73 24.20% 

23.14 28.71% 

26.58 22.88% 
27.43 21.60% 
25.68 25.53% 
26.54 23.77% 
26.58 22.79% 
25.88 22.44% 
23.08 24.07% 
25.65 20.68% 
27.08 18.69% 
29.43 16.37% 
26.41 17.35% 
27.60 15.76% 
24.86 16.59% 
27.12 14.39% 
27.40 13.45% 
29.30 11.86% 
27.44 11.92% 
28.30 10.83% 
29.58 9.69% 
28.98 9.23% 
27.77 8.94% 
30.74 7.46% 
27.77 7.59% 
27.93 6.91% 
26.42 6.64% 
32.18 4.89% 
31.12 4.53% 
24.68 5.05% 
30.68 3.54% 
28.46 3.47% 
20.01 4.64% 
19.56 2.56% 
24.63 2.03% 

23,739,548 

1,566,278 
1,353,399 
1,397,573 
1,203,086 
1,053,779 

846,6 14 
855,655 
604,410 
459,844 
294,928 
259,135 
314,869 
393,127 
460,281 
501,897 
634,761 
922,816 

1,090,656 
727,460 
843,782 
730,005 
803,827 
568,819 
466,109 
57 1,102 
437,009 
388,186 
407,656 
409,889 
46 1 ~ 357 
537,450 
381,491 
378,578 
305,291 
181,254 
124,320 
140,776 
107,936 
86,482 

123,554 
84,295 
55,413 
69,630 
33,399 
27,204 
13,140 
18,192 
11,570 
8,592 
6,829 
3,580 
2,681 
1.787 
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Company: Qwest - Arizona 
Account: 2426 lntrabuilding Cable - Metallic 

Avg Life: 19.0 
Iowa Curve: L2.0 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 43 of 47, December 20,2004 

Reproduction - Jst New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

D E = C'D G H= FIG I = E'H A 0 C 

1950 53.5 
1949 54.5 
1948 55.5 
1947 56.5 
1946 57.5 
1945 58.5 
1944 59.5 
1943 60.5 
1942 61.5 
1941 62.5 
1940 63.5 
1939 64.5 
1938 65.5 
1937 66.5 
1936 67.5 
1935 68.5 
1934 69.5 
1933 70.5 
1932 71 5 
1931 72.5 
1930 73.5 
1929 74.5 
1928 75.5 
1927 76.5 
1926 77.5 
1925 78.5 

3,460 
4,247 
8,168 

935 
3,489 
1,229 
1,388 
1,865 
2,651 

235 
1,187 
1,289 
1,293 
1,002 
4,315 

300 
446 
549 
576 

1,181 
2,652 
2,652 
2,005 

0 
179 

0 

7.040 
7.184 
7.184 
7.489 
8.000 
8.000 
8.000 
8.000 
8,000 
8,000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 
8.000 

24,358 
30,510 
58,679 
7,002 

27,912 
9,832 

11,104 
14,920 
21,208 

1,880 
9,496 

10,312 
10,344 
8,016 

34,520 
2,400 
3,568 
4,392 
4,608 
9,448 

21,216 
21,216 
16,040 

0 
1,432 

0 

F 

0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

20.76 
26.09 
19.19 
23.72 
24.25 
23.42 
17.43 
16.20 
22.55 
23.81 
24.00 
25.16 
30.47 
25.86 
28.03 
23.17 
24.75 
28.48 
31.66 
29.21 
24.97 
27.55 
30.63 
0.00 

27.70 

2.41% 
1.92% 
2.60% 
2.11% 
2.06% 
2.13% 
2.87% 
3.09% 
2.22% 
2.10% 
2.08% 
1.99% 
1.64% 
1.93% 
1.78% 
2.16% 
2.02% 
1.76% 
1.58% 
1.71% 
2.00% 
1.82% 
1.63% 
0.00% 
1 BO% 
0.00% 

587 
585 

1,529 
148 
575 
210 
31 9 
46 1 
470 
39 

198 
205 
170 
155 
616 

52 
72 
77 
73 

162 
425 
385 
262 

0 
26 
0 
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Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account: Exhibits of Nancy Heller Hughes 

Page 44 of 47, December 20,2004 
2426 lntrabuilding Cable - Non-Metallic 

Avg Life: 11.5 
Iowa Curve: 01 .O 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduclion Average Average Cost New 

Remaining Service Condition Less Depreciation Surviving Plant Cost New 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

0 C D E = C'D F G H= F/G I = E'H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1967 
1986 
1985 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 

1,054,110 

121,548 
113,856 
80,935 

145,083 
142,322 
57,700 
52,172 
90,147 
70,585 
37,742 
29,774 
16,093 
19,622 
14,019 
6,351 

21,102 
4,309 

14,650 
16,100 

1.123 

1.019 
1.038 
1.069 
1.102 
1.137 
1.149 
1.174 
1.187 
1.227 
1.241 
1213 
1.200 
1.200 
1.241 
1.227 
1.271 
0.982 
1.029 
0.973 

I ,184,215 

123,857 
118,183 
86,520 

159,881 
161,820 
66,297 
61,250 

107,004 
86,608 
46,838 
36,116 
19,312 
23,546 
17,398 

26,821 
4,231 

15,075 
15,665 

7,793 

5.56 6.06 
6.43 7.93 
6.77 9.27 
6.88 10.38 
6.86 11.36 
6.74 12.24 
6.57 13.07 
6.34 13.84 
6.08 14.58 
5.78 15.28 
5.45 15.95 
5.10 16.60 
4.73 17.23 
4.34 17.84 
3.94 18.44 
3.52 19.02 
3.09 19.59 
2.65 20.15 
2.19 20.69 

57.96% 

91.75% 
81.08% 
73.02% 
66.27% 

55.08% 
50.26% 
45.82% 
41.69% 
37.82% 
34.18% 
30.73% 
27.46% 
24.34% 
21.36% 
18.51% 
15.77% 
13.14% 
10.61% 

60.37% 

686,349 

113,639 
95,817 
63,175 

105,954 
97,691 
36,518 
30,786 
49,031 
36,107 
17,715 
12,344 
5,935 
6,466 
4,235 
1,665 
4,964 

667 
1,980 
1.661 
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Company: Qwest - Arizona 
Account: 2441 Conduit Systems 

Avg Life: 56.6 
IowaCurve: SQ 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-OOOOOD-00-0672 
Qwest Corporation - NHH-1 R 

Exhibits of Nancy Heller Hughes 
Page 45 of 47, December 20,2004 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Cost New Plant Telephone Reproduction Average Average 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

C D E = C ' D  F G H- F/G I = E*H A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

450,214,473 

13,429,750 
17,241,746 
27,813,268 
65,516,109 
16,273,471 
26,196,115 
12,056,797 
19,268,558 
13,668,859 
10,633,652 
12,490,677 
8,206,032 

14,643,297 
24,324,453 
18,474,463 
14,912,844 
10,390,264 
10,024,407 
9,719,510 
7,318,416 
7,566,847 

10,704,923 
1,289,144 
2,370,954 
3,812.204 
2,324.227 
1,306,974 

955,288 
1,788,606 
5,473,494 
5,706,173 
2,009,443 
4,298,951 
5,525,887 
2,221,055 
1,264,066 

979,999 
1,368,832 
1,343,925 
1,607,653 
1,030,861 
1,141,055 

872,162 
5,143,290 
1,385,419 
1,150,898 
1,167,969 
1,103,111 
1,475,445 

325,476 
482,573 

1,471,458 
204,434 
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I .951 

1.022 
1.042 
1.085 
1.117 
1.147 
1.183 
1.203 
1.227 
1.249 
1.280 
1.324 
1.362 
1.376 
1.389 
1.394 
1.559 
1.531 
1.559 
1.613 
1.657 
1.740 
1.896 
1.986 
2.148 
2.352 
2.615 
2.845 
3.029 
3.264 
3.598 
3.935 
4.127 
4.432 
4.784 
5.012 
5.012 
5.012 
4.953 
5.072 
5.134 
5.263 
5.329 
5.329 
5.397 
5.539 
5.689 
6.101 
6.284 
6.477 
6.379 
6.790 
6.683 
6.790 

878,335,439 

13,725,205 
17,965,899 
30,177,396 
73,181,494 
18,665,671 
30,990,004 
14,504,327 
23,642.521 
17,072,405 
13,611,075 
16,537,656 
1 1,176,616 
20,149,177 
33,786,665 
25,753,401 
23,249,124 
15,907,494 
15,628,051 
15,677,570 
12,126.61 5 
13,166,314 
20,296,534 
2,560,240 
5,092,809 
8,966,304 
6,077,854 
3,718,341 
2,893,567 
5,838,010 

19,693,631 
22,453,791 
8,292,971 

19,052,951 
26,435,843 
11,131,928 
6,335,499 
4,911,755 
6,769,919 
6,816,388 
8,253,691 
5,425,421 
6,080,682 
4.647,751 

27,758,336 
7,673,836 
6,547,459 
7,125,779 
6,931,950 
9,556,457 
2,076,211 
3,276,671 
9,833,754 
1,388,107 

41 

56.50 
55.50 
54.50 
53.50 
52.50 
51.50 
50.50 
49.50 
48.50 
47.50 
46.50 
45.50 
44.50 
43.50 
42.50 
41.50 
40.50 
39.50 
38.50 
37.50 
36.50 
35.50 
34.50 
33.50 
32.50 
31.50 
30.50 
29.50 
28.50 
27.50 
26.50 
25.50 
24.50 
23.50 
22.50 
21.50 
20.50 
19.50 
18.50 
17.50 
16.50 
15.50 
14.50 
13.50 
12.50 
11.50 
10.50 
9.50 
8.50 
7.50 
6.50 
5.50 
4.50 

56.43% 

57.00 99.12% 
57.00 97.37% 
57.00 95.61% 
57.00 93.86% 
57.00 92.11% 
57.00 90.35% 
57.00 88.60% 
57.00 86.84% 
57.00 85.09% 
57.00 83.33% 
57.00 81.58% 
57.00 79.82% 
57.00 78.07% 
57.00 76.32% 
57.00 74.56% 
57.00 72.81% 
57.00 71.05% 
57.00 69.30% 
57.00 67.54% 
57.00 65.79% 
57.00 64.04O/o 
57.00 62.28% 
55.81 61.82% 
56.63 59.16% 
55.62 58.43% 
56.21 56.04% 
56.49 53.99% 
54.74 53.89% 
56.19 50.72% 
56.42 48.74% 
54.87 48.30% 
55.96 45.57% 
56.04 43.72% 
56.21 41.81% 
55.18 40.78% 
54.15 39.70% 
56.42 36.33% 

56.31 32.85% 
55.30 31.65% 
55.00 30.00% 
56.03 27.66% 
55.48 26.14% 
56.03 24.09% 

56.69 34.40% 

56.06 22.30% 
56.19 20.47% 
56.15 18.70% 
55.40 17.15% 
52.05 16.33% 
53.60 13.99% 
53.92 12.05% 
52.38 10.50% 
54.46 8.26% 

495,649,298 

13,604,808 
17,493,113 
28,853,826 
68,687,893 
17,192,066 
27,999,740 
12,850,325 
20,531,663 
14,526,520 
11,342,562 
13,491,246 
8,921,684 

15,730,498 
25,784,560 
1 9,202,098 
16,926,994 
11,302,693 
10,829,965 
10,589,236 
7,978,036 
8,431,061 

12,640,824 
1,582,660 
3,012,698 
5,239,210 
3,406,020 
2,007,601 
1,559,376 
2,961,084 
9,598,987 

10,844,277 
3,778,963 
8,329,716 

11,052,167 
4,539,115 
2,515,480 
1,784,668 
2,328,690 
2,239,445 
2,611,927 
1,627,626 
1,682,145 
1,214,715 
6,688,159 
1,711,076 
1,340,021 
1,332,514 
1,188,692 
1,560,6 1 3 

290,515 
394,999 

1,032,563 
114.699 



: 
I 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1R 
Account: 2431 Aerial Wire Exhibits of Nancy Heller Hughes 

Page 46 of 47, December 20,2004 
Avg Life: 8.9 
Iowa Curve: LO.0 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Rep rod uct ion 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

A 0 D E = C*D F n G H= FIG I = E’H 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 

b 

10,998,432 

558,903 
694,745 
653,204 
698,879 
812,752 
751,369 
952,473 
568,033 
447,168 
468,533 
444,142 
287,162 
408,907 
306,303 
231,419 
249,972 
265,590 
218,968 
179,725 
122,575 
212,830 
136,195 
175,951 
274,504 
138,463 
79,535 
65,368 
62,540 
79,456 
98,232 
72,142 
57,971 
49,444 
24,257 
14,535 
13,601 
16,025 
16,547 
11,124 
9,778 
8,364 

21,380 
14,044 
9,908 
6,703 
4,007 
2,619 
1,262 

688 
132 

5 

~ 
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1.454 

1.021 
1.057 
1.080 
1.110 
1.146 
1.146 
1.174 
1.191 
1.217 
1.256 
1.289 
1.320 
1.356 
1.410 
1.441 
1.531 
1.562 
1.562 
1.581 
1.640 
1.727 
1.823 
1.894 
2.042 
2.292 
2.631 
2.703 
2.841 
3.015 
3.136 
3.664 
3.920 
4.170 
4.356 
4.780 
5.026 
5.227 
5.227 
5.444 
5.681 
5.765 
5.851 
6.031 
6.031 
6.222 
6.533 
6.877 
6.759 
7.127 
7.686 
8.000 

15,986,235 

570,640 
734,345 
705,460 
775,756 
931,414 
861,069 

1,118,203 
676,527 
544,203 
588.477 
572,499 
379,054 
554.478 
431,887 
333,475 
382,707 
414,852 
342,028 
284,145 
201,023 
367,557 
248,283 
333,251 
560,537 
317,357 
209,257 
176,690 
177,676 
239,560 
308,056 
264,328 
227,246 
206,18 1 
105,663 
69,477 
68,359 
83,763 
86,491 
60,559 
55,549 
48,218 

125,094 
84,699 
59,755 
41,706 
26,178 
18,011 
8,530 
4,903 
1,015 

40 

40 

8.52 
7.91 
7.42 
6.99 
6.59 
6.23 
5.88 
5.55 
5.24 
4.95 
4.67 
4.41 
4.16 
3.92 
3.69 
3.47 
3.27 
3.07 
2.88 
2.70 
2.53 
2.36 
2.20 
2.04 
1.89 
1.75 
1.61 
1.48 
1.35 
1.23 
1.13 
1.04 
0.85 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

8.98 
9.30 
9.72 

10.19 
10.71 
11.23 
11.76 
12.20 
12.48 
12.78 
12.90 
12.91 
13.13 
13.12 
13.06 
13.23 
13.41 
13.64 
14.00 
14.07 
12.58 
12.32 
9.21 
7.51 

11.42 
11.88 
11.17 
11.23 
10.00 
9.76 

10.27 
10.20 
10.30 
10.89 
11.28 
11.71 
13.11 
13.44 
12.46 
12.63 
12.25 
15.28 
14.14 
12.77 
11.93 
9.07 
8.77 
8.35 
7.87 
7.49 
7.29 

39.95% 

94.87% 
85.13% 
76.34% 
68.56% 
61.59% 
55.45% 

45.51% 
50.00% 

42.01% 
38.71% 
36.21% 
34.14% 
31.66% 
29.86% 
28.26% 
26.26% 
24.36% 
22.50% 
20.57% 
19.18% 
20.07% 
19.14% 
23.86% 
27.18% 

14.72% 
14.42% 
13.16% 
13.47% 
22.61% 
11 .OO% 
10.21% 
8.28% 
4.59% 
4.43% 
4.27% 
3.81% 
3.72% 
4.01% 
3.96% 
4.08% 
3.27% 
3.54% 
3.92% 
4.19% 
5.51% 
5.70% 
5.99% 
6.36% 
6.67% 
6.86% 

16.58% 

6,386,764 

541,387 
625,122 
538,561 
531,834 
573,694 
477,422 
559,072 
307,898 
228,606 
227,806 
207,296 
129,416 
175,563 
128,968 
94,242 

100,506 
101,070 
76,960 
58,457 
38,563 
73.767 
47,511 
79,500 

152,381 
52,620 
30,799 
25,483 
23,377 
32,269 
38.843 
29,087 
23,210 
17,076 
4,852 
3,080 
2,919 
3,195 
3,217 
2,430 
2,199 
1,967 
4,094 
2,995 
2,339 
1,748 
1,442 
1,027 

51 1 
312 
68 

3 



Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 

Company: Qwest - Arizona Qwest Corporation - NHH-1 R 
Account. 2441 Conduit Systems Exhibits of Nancy Heller Hughes 

Page 47 of 47, December 20,2004 
Avg Life: 56.6 
IowaCurve: SQ 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

H= F/G I = E'H B C D E = C'D A 

1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

132,321 
128,422 
448,638 
824,542 
51,477 
33,299 

61 
43,114 

271 
57,168 
4,056 

11,619 
1,087 
7,160 

83,574 
3,241 

794 
103,398 

6,869 
3,265 

166,778 
304,723 
293,773 
81,099 

191 ,I 86 
13,759,054 

7.136 
7.136 
7.259 
7.518 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 
7.655 

944,243 
916,419 

3,256,663 
6,198,907 

394,056 
254,904 

467 
330,038 

2,075 
437,621 

31,049 
88,943 
8,321 

54,810 
639,759 
24,810 
6,078 

791,512 
52,582 
24,994 

1,276,686 
2,332,655 
2,248,832 

620,813 
1,463,529 

105,325,558 

F 

3.50 
2.50 
1.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

G 

52.81 
53.18 
54.04 
52.67 
54.25 
51.93 
52.40 
58.87 
33.04 
45.58 
47.73 
53.74 
49.50 
44.02 
60.26 
52.00 
33.87 
65.04 
58.27 
54.81 
62.10 
63.94 
66.81 
64.61 
62.72 
64.01 

6.63% 
4.70% 
2 78% 
0.95% 
0.92% 
0.96% 
0.95% 
0.85% 
1.51% 
1 10% 
1.05% 
0.93% 
1.01% 
1.14% 
0.83% 
0.96% 
1.48% 
0.77% 
0.86% 
0.91% 
0.81% 
0.78% 
0.75% 
0 77% 
0.80% 
0.78% 

62,580 
43,081 
90,396 
58,847 
3,632 
2,454 

4 
2,803 

31 
4,801 

325 
828 
84 

623 
5,308 

239 
90 

6,085 
45 1 
228 

10,279 
18,241 
16,831 
4,804 

11,668 
822.755 
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Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-2R 

Exhibits of Nancy Heller Hughes 
Page 1 of 5, December 20,2004 

REBUTTAL EXHIBIT NHH-2R 

Truncation of Data: 
Comparison of Dunkel and Hughes RCNLD Analyses 

for Account 2423, Buried Cable-Metallic 



Company: Qwest -Arizona 
Account: 2423 Buried Cable Metallic 

Avg Life: 12.0 
Iowa Curve: L1.5 

Reproc 

Arizona Corporation Commission 
Docket No. T-'31051 B-03-0454 

Qwest Corporation - NHH-ZR 
Exhibits of Nancy Heller Hughes 
Page 2 of 5, December 20,2004 

Docket hkJ. 1'-06000 D-00-0672 

1 Dunkel Workpaper 

ction Cost New Less Depreciation 
Correct Average Remaining and Average Service Lives in Hughes Calculation 

Hughes Reproduction 
Experience to 1/1/2004 Telephone Reproduction Average Average Cost New 

Amount Proportion Realized Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age Surviving Surviving Life Translator (RCN) Life Life Percent (RCNLD) 

A B C D E F G = C'F H I J = HI1 K=G'J 

Total 

2003 
* 2002 

2001 
2000 

* 1999 
1998 

* 1997 
1996 

* 1995 
* 1994 
* 1993 
' 1992 
* 1991 
* 1990 
' 1989 
* 1988 
' 1987 
* 1986 
* 1985 

1984 
* 1983 
* 1982 

1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 

1,644,110,671 

63,550.598 
68,916,847 

119,473,541 
141,529,013 
102,216,637 
86,892,236 
92,883,712 
91,141,285 
69,927,991 
44,263,132 
33,488,287 
35,981,118 
34,697,266 
34,346,643 
40,979,775 
47,281.737 
57,779,416 
51,397,405 
59,990,601 
53,499,362 
38,354,000 
50,176,909 
21,061,546 
20,006,214 
19,527,131 
17,663,610 
11,938,044 
8,522.878 
7,285,589 

13,335,239 
22,447,435 
12,266.61 3 
12,159.835 
12.1 04,735 
7,867,593 
4,092,856 
3,304,809 
3,348,121 
2,036,749 
2,717,453 
2,538,316 
1,471.783 
1,084,117 

823,545 
289.326 
184,169 
224,482 
449,632 
156,131 
251,252 
53,309 
90,420 
4,091 
2.444 

10,083 
3,151 

317 
361 

1,303 
0 
0 

6,996 
60,465 

0.9997 
0.9879 
0,9849 
0.9832 
0.9634 
0.9781 
0.9912 
0.9875 
0.9868 
0.9795 
0.9800 
0.9816 
0.9707 
0.9616 
0.9662 
0.9603 
0.9417 
0.9501 
0.4315 
0.9200 
0.9296 
0.9300 
0.9212 
0.9022 
0.9175 
0.9136 
0.8707 
0.8745 
0.7358 
0.7874 
0.7435 
0.6481 
0.6692 
0.6718 
0.5899 
0.6044 
0.5992 
0.8135 
0.6131 
0.6223 
0.5881 
0.5783 
0.4718 
0.3702 
0.401 1 
0.2750 
0.2054 
0.2030 
0.1609 
0.1464 
0.0711 
0.2333 
0.0385 
0.0124 
0.0707 
0.2004 
0.0036 
0.0476 
0.1437 
0.0000 
0.0000 
0.1661 
0.1683 

0.50 
1.49 
2.47 
3.47 
4.41 
5.44 
6.47 
7.45 
8.45 
9.40 

10.38 
11.41 
12.32 
13.22 
14.25 
15.20 
16.10 
17.15 
16.11 
18.65 
19.79 
20.79 
21.54 
22.23 
23.44 
24.38 
24.85 
25.76 
25.23 
26.52 
27.08 
27.71 
27.79 
28.34 
28.48 
29.04 
29.51 
31.34 
32.12 
32.05 
32.74 
33.54 
33.16 
30.23 
31.57 
29.71 
26.75 
26.12 
25.36 
29.57 
26.84 
32.94 
26.52 
23.89 
24.04 
28.63 
35.50 
36.30 
36.74 
0.00 
0.00 

36.94 
37.12 

1.383 

1.021 
1.049 
1.046 
1.072 
1.084 
1.024 
0.990 
1.003 
1.057 
1.197 
1.178 
1.197 
1.164 
1.151 
1.146 
1.393 
1.490 
1.513 
1.406 
1.594 
1.497 
1.544 
1.577 
1.552 
1.795 
2.027 
2.099 
2.241 
2.403 
2.328 
2.785 
2.980 
2.980 
2.950 
3.275 
3.425 
3.506 
3.634 
3.870 
4.027 
3.973 
3.870 
3.821 
3.679 
3.772 
3.821 
3.679 
3.506 
3.821 
4.139 
4.082 
4.257 
4.515 
5.228 
5.418 
5.321 
5.519 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 

2,273,730,662 

64,885,161 
72,293,773 

124,969,324 
151,719,102 
110,802,835 
88,977,650 
91,954,875 
91,414,709 
73.91 3,886 
52,982,989 
39,449,202 
43,069,398 
40,387,618 
39,532,988 
46,982,822 
65,863,460 
86,091,330 
77,764,274 
84,346,785 
85,277,983 
57,415,938 
77,473,147 
33,214.058 
31,049,644 
35,051,200 
35,804 I 137 
25,057,954 
19,099,770 
17,507,270 
31,044,436 
82,516,106 
36,554,507 
36,236,308 
35,708,988 
25.766.367 

8.19 
7.63 
7.08 
6.58 
6.12 
5.72 
5.40 
5.15 
4.94 
4.78 
4.60 
4.44 
4.28 
4.1 1 
3.94 
3.75 
3.57 
3.38 
3.19 
3.01 
2.83 
2.65 
2.66 
2.47 
2.28 
2.11 
1.94 
1.79 
1.64 
1.49 
1.35 
1.21 
1.07 
0.91 
0.74 

14;018,032 0.50 
11.586.660 I 0.00 I 
12:167,072 
7.882,219 

10.943.1 83 
10,084,729 
5,695,800 
4.142.41 1 
3,029,822 
1,091,338 

703,710 
825,869 

1,576,410 
596,577 

1,039,932 
217.607 
384,918 

18.471 
12,777 
54,630 
16,766 
1,750 
2,152 
7,766 

0 
0 

41,696 
360,371 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

8.69 
9.13 
9.58 

10.08 
10.62 
11.22 
11.90 
12.65 
13.44 
14 26 
15.10 
15.94 
16.78 
17.61 
18.44 
19.25 
20.07 
20.88 
21.69 
22.51 
23.33 
24.15 
23.98 
24.45 
25.54 
26.31 
26.54 
27.33 
26.43 
27.69 
28.08 
28.49 
28.50 
28.95 
28.92 
29.35 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

31.06% 

94.25% 
83.57% 
73.90% 
65.28% 
57.63% 
50.98% 
45.38% 
40.71% 
36.76% 
33.38% 
30.46% 
27.85% 
25.51% 
23.34% 
21.37% 
19.48% 
17.79% 
16.19% 
14.71% 
13.37% 
12.13% 
10.97% 
1 1.09% 
10.10% 
8.93% 
8.02% 
7.31% 
6.55% 
6.21% 
5.38% 
4.81% 
4.25% 
3.75% 
3.14% 
2.56% 
1.70% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

706,158,862 

61,151.837 
60,416,373 
92.357,287 
99,038,858 
63,852,481 
45,361,155 
41,727,422 
37.21 6,265 
27.167,753 
17,685,760 
12,017,638 
11,996,746 
10,301,490 
9,226,608 

10,034,356 
12,830.544 
15.31 3,704 
12,588,278 
12,405,083 
11,403,231 
6,964,728 
8,501,194 
3,684.295 
3,136,713 
3,129,081 
2871,407 
1,831,667 
1.250.955 
1,086,338 
1,670,502 
3,005,582 
1,552,508 
1,360,451 
1.122.458 

659,305 
238.808 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Life from Qwest Response to WDA 01-001S2, Attachment A 



Company: Qwest -Arizona 
Account: 2423 Buried Cable Metallic 

Avg Life: 12.0 
Iowa Curve: L1.5 

Rewoducti n Cost New Less 0 

Arizona Corporation Commission 
Docket No. T-01051B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-2R 

Exhibits of Nancy Heller Hughes 
Page 3 of 5, December 20,2004 

I Dunkel Workpaper 

preciation 
Correct  Average Remaining and Average Service Lives in Hughes Calculation 

Hughes Reproduction 
Experience to 1/1/2004 Telephone Reproduction Average Average Cost New 

Amount Proportion Realized Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age Surviving Surviving Life Translator (RCN) L ie  Life Percent (RCNLD) 

A B C D E F G = C'F H I J = HI1 K = G'J 

1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

2,340 
0 

1,619 
227 

4,958 
0 
0 
0 
0 

92 
2,264 

0 
0 
0 
0 

15,939,497 

0.0682 
0.0000 
0.2709 
0.0041 
0.0240 
0.0000 
0.0000 
0.0000 
0.0000 
0.0851 
0.1157 
0.0ooo 
0.0000 
0.0000 
0.0000 
0.1445 

32.32 
0.00 

36.70 
28.74 
32.31 
0.00 
0.00 
0.00 
0.00 

24.10 
0.00 
0.00 
0.00 
0.00 

21.20 

26.84 

5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 

13,946 
0 

9349 
1,353 

29,550 
0 
0 
0 
0 

13,613 
0 

548 

94,999,402 "i 

0.00 0.00 
0.00 0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 1 0.00 0.00 0.00 0.00 

0.00 

0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Life from Qwest Response to WDA 01-001S2. Attachment A 



Company: Qwest - Arizona 
Account: 2423 Buried Cable Metallic 

Avg Life: 12.0 
Iowa Curve: L1.5 

12,167,072 
7,882,219 

10,943,183 
10,084,729 
5,695,800 
4,142,411 
3,029,822 
1,091,338 

703,710 
825,869 

1,576,410 
596,577 

1,039,932 
217,607 
384,918 

18,471 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-ZR 

Exhibits of Nancy Heller Hughes 
Page 4 of 5, December 20,2004 

Hughes Analysis 

Reproduction 
Plant Telephone Reproduction Average Average Cost New 

Surviving Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

A 0 D E = C*D F G H= FIG I = E'H P 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 

b 

1,628,171,174 

63,550,598 
68,916,847 

119,473,541 
141,529.013 
102,216,637 
86,892,236 
92,883,7 12 
91,141,285 
69,927,991 
44,263,132 
33,488.287 
35,981,118 
34.697.266 
34,346,643 
40,979,775 
47,281,737 
57,779,416 
51,397,405 
59,990,601 
53,499,362 
38,354,000 
50,176,909 
21,061,546 
20,006,214 
19,527.1 31 
17,663,610 
11,938,044 
8,522,878 
7,285,589 

13,335,239 
22.447.435 
12,266,613 
12,159,835 
12,104,735 
7,867,593 
4,092,856 
3,304,809 
3,348,121 
2,036,749 
2,717,453 
2,538,316 
1,471.783 
1,084,117 

823,545 
289,326 
184,169 
224,482 
449,632 
156.131 
251,252 

53,309 
90,420 
4,091 

1.338 

1.021 
1.049 
1.046 
1.072 
1.084 
1.024 
0.990 
1.003 
1.057 
1.197 
1.178 
1.197 
1.164 
1.151 
1.146 
1.393 
1.490 
1.513 
1.406 
1.594 
1.497 
1.544 
1.577 
I .552 
1.795 
2.027 
2.099 
2.241 
2.403 
2.328 
2.785 
2.980 
2.980 
2.950 
3.275 
3.425 
3.506 
3.634 
3.870 
4.027 
3.973 
3.870 
3.821 
3.679 
3.772 
3.821 
3.679 
3.506 
3.821 
4.139 
4.082 
4.257 
4.515 

2,178,731,279 

64.885.161 
72,293,773 

124,969,324 
151,719,102 
110,802,835 
88,977,650 
91,954,875 
91,414,709 
73,913,886 
52,982,969 
39,449,202 
43,069,398 
40.387,618 
39,532,986 
46,962.822 
65,863,460 
86,091,330 
77,764,274 
84,346,785 
85,277,983 
57,415,938 
77.473,147 
33,214,058 
31,049,644 
35,051,200 
35,804 ,137 
25,057,954 
19,099,770 
17,507,270 
31,044,436 
62,516,106 
36,554,507 
36,236,308 
35,708,968 
25,766,367 

8.19 
7.63 
7.08 
6.58 
6.12 
5.72 
5.40 
5.15 
4.94 
4.76 
4.60 
4.44 
4.28 
4.1 1 
3.94 
3.75 
3.57 
3.38 
3.19 
3.01 
2.83 
2.65 
2.66 
2.47 
2.28 
2.11 
1.94 
1.79 
1.64 
1.49 
1.35 
1.21 
1.08 
0.89 
0.75 

14,018,032 0.50 
1 1 , 5 8 6 , 6 6 0 1 7  

8.69 
9.13 
9.58 

10.08 
10.62 
11.22 
11.90 
12.65 
13.44 
14.26 
15.10 
15.94 
16.78 
17.61 
18.44 
19.25 
20.07 
20.88 
21.69 
22.51 
23.33 
24.15 
23.98 
24.45 
25.54 
26.31 
26.54 
27.32 
26.43 
27.69 
28.08 
28.49 
28.51 
28.94 
28.92 
29.35 
29.81 
31.65 
32.43 
32.36 
33.04 
33.83 
33.40 
30.42 
31.77 
29.85 
26.86 
26.22 
25.44 
29.65 
26.87 
33.06 
26.54 

32.46% 

94.25% 
83.58% 
73.92% 
65.28% 
57.62% 
50.98% 
45.38% 
40.69% 
36.74% 
33.37% 
30.44% 
27.85% 
25.50% 
23.35% 
21.35% 
19.49% 
17.77% 
16.18% 
14.71% 
13.36% 
12.12% 
10.99% 
11.08% 
10.08% 
8.94% 
8.02% 
7.33% 
6.54% 
6.19% 
5.38% 
4.80% 
4.25% 
3.77% 
3.09% 
2.59% 
1.70% 
1.68% 
1.58% 
I .54% 
1.54% 
1.51% 
1.48% 
1.50% 
1.64% 
1.57% 
1.67% 
1.86% 

1.97% 
1.69% 
1.86% 
1.51% 
I .88% 

1.91% 

707,240,491 

61,151,899 
60,420.607 
92,371,249 
99,039,122 
63,849,769 
45,362,431 
41,726,086 
37,195,779 
27,153,061 
17,678,675 
12,009,106 
11,994.195 
10,299.673 
9,229,235 

10,025,856 
12,838,381 
15,298,616 
12,581,733 
12,408,929 
11,395,853 
6,961,662 
8,512,752 
3,679,048 
3,131,207 
3.1 34,299 
2,870,640 
1,836,176 
1,248,671 
1,083,670 
1,670,680 
3,001,189 
1,553,251 
1,367,858 
1,104,081 

668,101 
238,847 
194.365 
192,241 
121,535 
169,067 
152,631 
84,183 
62,021 
49,800 
17,177 
11,787 
15,375 
30,060 
11,724 
17,539 
4,049 
5,821 

348 
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I Avg Life: 12.0 1 Hughes Analysls 
Iowa Curve: L1.5 

Reproduction Cost New Less Depreciation 
Telephone Plant in Service as of December 31,2003 

Reproduction 
, , Cost New Plant Telephone Reproduction Average Average 

Vintage Age as of 12/31/03 Translator (RCN) Life Life Percent (RCNLD) 

I 
Surviving Plant Cost New Remaining Service Condition Less Depreciation 

B C D E = C*D F G H= F/G I = E*H A 

1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 

2,444 
10,083 
3,151 
317 
361 

1,303 
0 
0 

6,996 
60,465 
2,340 

0 
1,619 
227 

4,958 
0 
0 
0 
0 
92 

2,284 
0 
0 
0 
0 
0 

AZ Qwest Lives RCNLD NHH Exhibit 1R.xl.s 

5.228 
5.418 
5.321 
5.519 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 

12,777 
54,630 
16,766 
1,750 
2,152 
7,766 

0 
0 

41,696 
360,371 
13,946 

0 
9,649 
1.353 
29.550 

0 
0 
0 
0 

548 
13,613 

0 
0 
0 
0 

0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 
0.50 

5.960 01 0.50) 

2 

23.90 
24.08 
28.73 
35.50 
36.33 
36.81 
0.00 
0.00 
37.02 
37.21 
32.36 
0.00 
36.83 
28.75 
32.32 
0.00 
0.00 
0.00 
0.00 
26.89 
24.16 
0.00 
0.00 
0.00 
0.00 
0.00 

2.09% 
2.08% 
1.74% 
1.41% 
1.38% 
1.36% 
0.00% 
0.00% 
1.35% 
1.34% 
1.55% 
0.00% 
1.36% 
1.74% 
1.55% 
0.00% 
0.00% 
0.00% 
0.00% 
1.86% 
2.07% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

267 
1,134 
292 
25 
30 
105 
0 
0 

563 
4,843 
216 
0 

131 
24 
457 
0 
0 
0 
0 
10 
282 
0 
0 
0 
0 
0 



REBUTTAL EXHIBIT NHH3R 

Incorrect Surviving Plant Balances: 
Dunkel RCNLD Analyses for Account 2422, Underground Cable-Metallic; 

Account 2423, Buried Cable-Metallic; 
and Account 2426, Intrabuilding Cable-Non Metallic 
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Company: Qwest - Arizona 
Account: 

Avg Life: 15.0 
Iowa Curve: R1.5 

2422 Underground Cable - Metallic 

Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH3R 

Exhibits of Nancy Heller Hughes 
Page 2 of 7, December 20,2004 

Dunkel Workpaper 1 
Reproduction Cost New Less Depreciation 

Correct Average Remaining and Average Service Lives in Hughes Calculation 
Hughes Reproduction 

Experience to 1/1/2004 Telephone Reproduction Average Average Cost N e w  
Amount Proportion Realized Plant Cost New Remaining Service Condition Less Depreciation 
Surviving Surviving Life Translator (RGN) Life Life Percent (RCNLD) - 0 E 

Vintage Age 
F G = C'F A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
I985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 

6 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
82.5 

L 

397,780,811 

10,298.51 0 
11,233,325 
14,486,224 
5,072,264 

22.299.668 
20,776,309 
10,596,082 
11,983,240 

10,703,859 
9,612,807 
3,367,541 
7.832,804 

13,212,089 
10,157,069 
10,882,745 
1 1,653,275 
13,252,383 
15,995,809 
15,669,691 
12,375,873 
16,977,824 
6,891,039 
9.427,523 
9,222,789 
7,888.388 
4,997,476 
2,214,408 
3,916,789 
8,789,462 

11,341,147 
8,476,603 
7,627,374 
7,043,593 
4,434.672 
2,226,073 
2,372,006 
1,962,642 
2,274,941 
1,949,709 
1,470,787 
1,528.803 
1,736,795 
2,966,381 
1,482,663 
1,509,947 
1,877,607 
1,357,526 
1.,262,410 

682,908 
499,906 
280,364 
189,834 
41 -680 
45,480 
82,986 

289,927 
10,785 
3,742 

0 
56.594 
27.054 

113.280 

8,537,959 

0.9984 
0.9768 
0.9054 
0.9773 
0.9480 
0.9860 
0.9837 
0.9802 
0.9729 
0.9840 
0.9658 
0.9821 
0.9880 
0.9816 
0.9729 
0.9686 
0.9579 
0.9295 
0.8044 
0.9140 
0.8416 
0.8710 
0.9522 
0.9569 
0.9427 
0.9701 
0.9568 
0.8919 
0.8364 
0.8877 
0.9071 
0,8989 
0.8685 
0.9027 
0.8403 
0.8259 
0.8277 
0.8007 
0.8142 
0.7670 
0.6430 
0.7838 
0.8206 
0.6614 
0.7879 
0.7438 
0.7322 
0.6100 
0.6985 
0.6564 
0.6374 
0.2070 
0.4075 
0.3270 
0.1306 
0.1392 
0.6584 
0.1466 
0.2314 
0.0000 
0.5833 
0.6759 
0.5130 

0.50 
1.49 
2.36 
3.47 
4.36 
5.46 
6.41 
7.43 
8.37 
9.43 

10.30 
11.34 
12.42 
13.35 
14.30 
15.25 
16.04 
16.87 
17.46 
18.93 
19.84 
20.62 
21.86 
22.99 
23.76 
25.13 
25.92 
26.13 
26.55 
27.96 
29.10 
30.07 
30.54 
31.69 
32.23 
32.41 
33.94 
33.81 
35.54 
35.69 
33.94 
37.96 
39.09 
37.73 
40.21 
39.66 
40.63 
36.67 
39.94 
39.82 
41.04 
35.57 
40.77 
36.32 
15.18 
25.29 
47.49 
18.31 
27.36 
0.00 

44.65 
45.65 
50.72 

1.870 

1.020 
1.051 
1.051 
1.080 
1.091 
1.040 
1.013 
1.030 
1.080 
1.210 
1.196 
1.220 
1.196 
1.183 
1.187 
1.420 
1.495 
1.517 
1.433 
1.611 
1.532 
1.579 
1.620 
1.611 
1.862 
2.101 
2.190 
2.321 
2.488 
2.449 
2.907 
3.110 
3.141 
3.141 
3.456 
3.616 
3.702 
3.840 
4.039 
4.203 
4.203 
4.092 
4.092 
3.937 
4.039 
4.092 
3.987 
3.793 
4.147 
4.443 
4.443 
4.642 
4.859 
5.655 
5.868 
5.759 
5.981 
6.479 
6.479 
6.479 
6.479 
6.479 
6.479 

743,810,068 

10,504.480 
11,806,225 
15,225,021 
5,478,045 

24,328,938 
21,607,361 
10,733,831 
12,342,737 
9,220,996 

12,651,689 
11,496,917 
4,108.400 
9,368,034 

15,629,901 
12,056,441 

17,421,646 
20,103,865 
22,921,994 
25,243.872 
18,959,837 
26,807,964 
11.163.483 
15.1 87,740 
17,172,833 
16,153,303 
10,944,472 
5,139,641 
9-744,971 

21,476.412 
32,988,714 
26,362,235 
23.957.582 
22,123,926 
15,326,226 
8,049,480 
8,781,166 
7,536.545 
9.188.487 
8,194,627 
6,181.718 
6,255,862 
7.1 06,965 

11,678,642 
5,988,476 
6,178,703 
7,486,019 
5,149,096 
5,235,214 
2,945,300 

1,301,450 
922,403 
235,700 
260.877 
477,916 

1,734,053 
69,876 
24,244 

0 
366,873 
175,283 
733,941 

15,453,488 

2,221,082 

H 

9.51 
9.89 
9.79 
9.50 
9.12 
8.69 
8.22 
7.74 
7.26 
6.77 
6.29 
5.83 
5.38 
4.95 
4.54 
4.15 
3.79 
3.46 
3.15 
2.85 
2.58 
2.31 
2.16 
1.89 
1.64 
1.41 
1.20 
0.95 
0.66 
0.50 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

I 

10.01 
11.39 
12.29 
13.00 
13.62 
14.19 
14.72 
15.24 
15.76 
16.27 
16.79 
17.33 
17.88 
18.45 
19.04 
19.65 
20.29 
20.96 
21.65 
22.35 
23.08 
23.81 
23.91 
24.79 
25.31 
26.50 
27.07 
26.98 
27.11 
28.41 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

J = HI1 K = G'J 

17.46% 

95.00% 
86.83% 
79.66% 
73.08% 
66.96% 
61.24% 
55.84% 
50.79% 
46.07% 
41.61% 
37.46% 
33.64% 
30.09% 
26.83% 
23.84% 
21.12% 
18.68% 
16.51% 
14.55% 
12.75% 
11.18% 
9.70% 
9.03% 
7.62% 
6.48% 
5.32% 
4.43% 
3.52% 
2.43% 
1.76% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

129,892,202 

9,979,781 
10,251,410 
12.1 27.987 
4,003,187 

16,290,742 
13,232,415 
5,994,028 
8,268,556 
4,247,743 
5,389,232 
4,307,064 
1,382.1 10 
2,818.793 
4,193,388 
2,874,803 
3,263,716 
3,254,216 
3,318,672 
3,335,071 
3,219,017 
2,119,427 
2,600,859 
1,008,495 
1,157,920 
1,112,740 

859,478 
485,163 
180,973 
237,244 
377,973 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Life from Qwest Response to WDA 01-00152, Altachment A 



Company: &est -Arizona 
Amount: 

Avg Life: 15.0 
Iowa Curve: R1.5 

2422 Underground Cable - Metallic 

Arizona Corporation Commission 
Docket No. T-0105lB-03-0454 

Qwest Corporation - NHH-3R 
Exhibits of Nancy Heller Hughes 
Page 3 of 7, December 20,2004 

Docket NO. T-00000D-00-0672 

I Dunkel Workpaper I 

Vintage 
A 

1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

Reproduction Cost New Less Depreciation 
Correct Average Remaining and Average Service Lives in Hughes Calculation 

Hughes Reproduction 
Experience to 1/1/2004 Telephone Reproduction Average Average Cost New 

Amwnt Proportion Realized Rant Cost New Remaining Service Condition Less Depreciation 
Age Surviving Surviving Life Translator (RCN) Life Life Percent (RCNLD) 
B C D E F G = C'F H I J = H/I K = G"J 

63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5[- 

69,954 
15,460 
13,749 
59.532 
7.585 

10 
34,034 
12,406 

700 
347 

30,031 
177,061 
74,154 
22,833 
26.503 

-1 

0.4901 
0.4978 
0.3737 
0.6455 
0.6669 
0.9190 
0.7252 
0.4145 
0.0131 
0.1680 
0.0946 
0.3854 
0.6686 
0.4447 
0.3479 
0.3040 

45.35 6.479 
42.38 6.479 
45.82 6.479 
50.83 6.479 
56.61 6.479 
63.90 6.479 
60.57 6.479 
59.08 6.479 
30.18 6.479 
42.54 6.479 
36.94 6.479 
57.67 6.479 
67.26 6.479 
64.57 6.479 
58.41 6.479 
54.86 6.479 

453,232 0.00 
100,165 0.00 
89,080 0.00 

385,708 0.00 
49,143 0.00 

65 0.00 
220,506 0.00 
80,378 0.00 
4,535 0.00 
2,248 0.00 

194,571 0.00 
1,147,178 0.00 

480.444 0.00 
147,935 0.00 
184.671 0.00 

64,291,175 0.00 

0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Life from Qwest Response to WOA 01-00152, Attachment A 



Company: Qwest - Arizona 
Account: 2423 Buried Cable Metallic 

Avg Life: 12.0 
Iowa Curve: L1.5 

Reixoductic 

A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1863 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.6 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 

L 

1,644,110,671 

83,550,598 
68,918,847 

119,473,541 
141,529,013 
102,216,637 
86,892.236 
92,883,712 
91,141,285 
69,927,991 
44,263,132 
33,488,287 
35,981 ,I 18 
34,697,266 
34,346,643 
40,979,775 
47,281,737 
57,779,416 
51,397,405 
59,990,601 
53,499,362 
38,354,000 
50,176,909 
21,061,546 
20,006,214 
19,527,131 
17,663,610 
11.938.044 
8,522.878 
7,205,589 

13,335,239 
22,447,435 
12,266,613 
12.1 59.635 
12,104,735 
7,867,593 
4,092,856 
3,304,809 
3,348.1 21 
2,036,749 
2,717,453 
2,538,316 
1.471.783 
1.084,l 17 

823.545 
289,326 
184,169 
224,482 
449,632 
158,131 
251,252 
53,309 
90,420 
4,091 
2,444 

10,083 
3,151 

31 7 
36 1 

1,303 
0 
0 

6,996 
60.465 

0.9997 
0.9879 
0.9849 
0.9832 
0.9634 
0.9781 
0.9912 
0.9875 
0.9868 
0.9795 
0.9800 
0.9016 
0.9707 
0.9616 
0.9662 
0.9603 
0.9417 
0.9501 
0.4315 
0.9200 
0.9296 
0.9300 
0.9212 
0.9022 
0.9175 
0.9136 
0.8707 
0.8745 
0.7358 
0.7874 
0.7435 
0.6481 
0.6692 
0.6718 
0.5899 
0.6044 
0.5992 
0.61 35 
0.6131 
0.6223 
0.5881 
0.5783 
0.4718 
0.3702 
0.4011 
0.2750 
0.2054 
0.2030 
0.1609 
0.1464 
0.0711 
0.2333 
0.0385 
0.0124 
0.0707 
0.2004 
0.0036 
0.0476 
0.1437 
0.0000 
0.0000 
0.1661 
0.1683 

E 

0.50 
1.49 
2.47 
3.47 
4.41 
5.44 
6.47 
7.45 
8.45 
9.40 

10.38 
11.41 
12.32 
13.22 
14.25 
15.M 
16.10 
17.15 
16.11 
18.65 
19.79 
20.79 
21.54 
22.23 
23.44 
24.38 
24.85 
25.76 
25.23 
26.52 
27.08 
27.71 
27.79 
28.34 
28.48 
29.04 
29.51 
31.34 
32.12 
32.05 
32.74 
33.54 
33.16 
30.23 
31 57  
29.71 
26.75 
26.12 
25.36 
29.57 
26.84 
32.94 
26.52 
23.89 
24.04 
28.63 
35.50 
36.30 
36.74 

0.00 
0.00 

36.94 
37.12 

F G = C'F 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH-3R 

Exhibits of Nancy Heller Hughes 
Page 4 of 7, December 20,2004 

L Dunkel Workpaper I 
Cost New Less Depreciation 

Correct Average Remaining and Average Servlce Lives in Hughes Calculation 
Hughes Reproduction 

Experience to 111/2004 Telephone Reproduction Average Average Cost New 
Amount Proportion Realhed Plant Cost New Remaining Service Condition Less Depreciation 

Vintage Age Surviving Surviving Life Translator (RCN) Life Life Percent (RCNLD) 
D I H K = G'J 

1.383 

1.021 
1.049 
1.046 
1.072 
1.084 
1.024 
0.990 
1.003 
1.057 
1.197 
1.178 
1.197 
1.164 
1.151 
1.146 
1.393 
1.490 
1.513 
1.406 
1.594 
1.497 
1.544 
1.577 
1.552 
1.795 
2.027 
2.099 
2.241 
2.403 
2.328 
2.785 
2.980 
2.980 
2.950 
3.275 
3.425 
3.506 
3.634 
3.870 
4.027 
3.973 
3.870 
3.821 
3.679 
3.772 
3.821 
3.679 
3.506 
3.821 
4.139 
4.082 
4.257 
4.515 
5.228 
5.418 
5.321 
5.519 
5.960 
5.960 
5.960 
5.960 
5.960 
5.960 

2,213,130,682 

64,885.161 
72,293,773 

124,969,324 
151,719,102 
110,802,835 
88,977,650 
91,954,875 
91,414,709 
73,913,886 
52,982,969 
39,449,202 
43,069,396 
40,387,618 
39,532.986 
48,962,822 
65.863.460 
86,091.330 
77,764.274 
04,346,785 
85,277.983 
57,415.938 
77,473.147 
33.214.058 
31,049,644 
35,051,200 
35,804,137 
25,057,954 
19,099,770 
17,507,270 
31,044,436 
62,516.1 06 
36,554,507 
36,236,308 
35,708,988 
25,766,367 
14,018,032 
11,566,660 
12,167,072 
7,882,219 

10.943.1 83 
10,084,729 
5,695,800 
4,142,411 
3,029,822 
1,091,338 

703,710 
825.869 

1,576,410 
596,577 

1,039,932 
217,607 
384.918 

18,471 
12.777 
54,630 
16,766 
1,750 
2,152 
7,766 

0 
0 

41,696 
360,371 

8.19 
7.63 
7.08 
6.58 
6.12 
5.72 
5.40 
5.15 
4.94 
4.76 
4.60 
4.44 
4.28 
4.11 
3.94 
3.75 
3.57 
3.38 
3.19 
3.01 
2.83 
2.65 
2.66 
2.47 
2.28 
2.1 1 
1.94 
1.79 
1.64 
1.49 
1.35 
1.21 
1.07 
0.91 
0.74 
0.50 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

~ ~~ 

I J = H/I 

8.69 
9.13 
9.50 

10.08 
10.62 
11.22 
11.90 
12.65 
13.44 
14.26 
15.10 
15.94 
16.78 
17.61 
18.44 
19.25 
20.07 
20.88 
21.69 
22.51 
23.33 
24.15 
23.98 
24.45 
25.54 
26.31 
26.54 
27.33 
26.43 
27.69 
28.08 
28.49 
28.50 
28.95 
28.92 
29.35 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

31.06% 

94.25% 
83.57% 
73.90% 
65.28% 
57.63% 
50.98% 
45.38% 
40.71% 
36.76% 
33.38% 
30.46% 
27.85% 
25.51 % 
23.34% 
21.37% 
19.48% 
17.79% 
16,lQ% 
14.71% 
13.37% 
12.13% 
10.97% 
11.09% 
10.10% 
8.93% 
8.02% 
7.31% 
6.55% 
6.21% 
5.38% 
4.81% 
4.25% 
3.75% 
3.14% 
2.56% 
1.70% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.001 
0.00% 
0.00% 

706,150,062 

61,151,837 
60,416,373 
92,357,287 
99,038,858 
63,852,481 
45,361,155 
41.727.422 
37,216.265 
27,167,753 
17.685.760 
12.017.638 
11,996,746 
10,301.490 
9,226,608 

10,034,356 
12,830,544 
15,313,704 
12,588.278 
12,405,083 
11,403,231 
6,864,728 
8,501,194 
3,684,295 
3,136,713 
3,129,081 
2,871,407 
1,831,667 
1,250.955 
1,086,338 
1,670,502 
3,005.582 
1,552,508 
1,360,451 
1,122,458 

659,305 
238,808 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Life from &est Response to WDA 01001S2. Attachment A 



Company: Qwest - Ariiona 
Account: 2423 Bun'ed Cable Metallic 

Avg Life: 12.0 
Iowa Curve: L1.5 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-OOOOOD-00-0672 
Qwest Corporation - NHH-3R 

Exhibits of Nancy Heller Hughes 
Page 5 of 7, December 20,2004 

I Dunkel Workpaper 1 
Reproduction Cost New Less Depreciation 

Correct Average Remaining and Average Service Lives in Hughes Calculation 
Hughes Reproduction 

Experience to 1/1/2004 Telephone Reproduction Average Average Cost New 
Amount Proportion Realized Plant Cost New Remaining Service Condition Less Depreciation 

Vlntage Age Surviving Surviving Lire Translator (RCN) Life Life Percent (RCNLD) 
A B C D E F G = C ' F  H I J = H/I K = G ' J  

1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 

63.5 
64.5 
65.5 
66.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
76.5 
77.5 
78.5 [ 

2.340 
0 

1,619 
227 

4,958 
0 
0 
0 
0 

92 
2.284 

0 
0 
0 
0 

15,939,497 I 

0.0082 
0.0000 
0.2709 
0.0041 
0.0240 
0.0000 
0.0000 
0.0000 
0.0000 
0.0851 
0.1157 
0.0000 
o.Ooo0 
0.0000 
0.0000 
0.1445 

32.32 5.960 
0.00 5.960 

36.70 5.960 
20.74 5.960 
32.31 5.960 
0.00 5.960 
0.00 5.960 
0.00 5.960 
0.00 5.960 

26.84 5.960 
24.10 5.960 
0.00 5.960 
000 5.960 
0.00 5.960 
0.00 5.960 

21.20 5.960 

13,946 
0 

9,649 
1,353 

29,550 
0 
0 
0 
0 

548 
13,613 

0 
0 
0 
0 

94,999,402 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Average Remaining Life and Average Service Li from Owest Response to WDA 01-001S2. Attachment A 



Company: Qwest -Arizona 
Account: 

Avg Life: 19.0 
Iowa Curve: L2.0 

2426 lntrabuilding Cable - Metallic 

Arizona Corporation Commission 
Docket No. T-010516-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - NHH9R 

Exhibits of Nancy Heller Hughes 
Page 6 of 7, December 20,2004 

1 Dunkel Workpaper 

Reproduction Cost New Less Depreciation 
Correct Average Remaining and Average Service Lives In Hughes Calculation 

Hughes ReDroduction 
Experience to 1/1/2004 Telephone Reproduaion Average Average Cost New 

Amount Propotlion Realized Plant Cost New Remaining Service Condition Less Depreciation 
Vintage Age Surviving Surviving Llfe Translator (RCN) Life Life Percent (RCNLO) 

B D F G = C'F I J = H/I K = G'J 
.. A 

Total 

2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1958 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 

b 

46,453,239 

1,588.436 
1,425,325 
1,565,164 
1,410,809 
1,312,223 
1,176,260 
1,305,076 

989,299 
787.681 
503,731 
478,468 
615,315 
830,355 

1,034,159 
1,191,252 
1,390,509 
2,081,916 
2,562,121 
1,864,327 
2,080,071 
1,949,437 
2.1 77,055 
1,246,757 
1,075,107 
1,202,879 

835,562 
659,813 
755,979 
778,996 

1,000.638 
941,536 
687,503 
628,804 
572,491 
332,972 
250,086 
271,825 
223,594 
190,109 
273,931 
190.237 
153.974 
187.552 
103,029 
83.823 
54,158 
80,955 
48,173 
46,948 
35,777 
13,804 
17,879 
14,253 
3,460 
4,247 
8,168 

935 
3,489 
1,229 
1,388 
1,865 
2,651 
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0.9926 
0.9465 
0.9464 
0.9253 
0.8752 
0.9624 
0.9925 
0.9939 
0.9853 
0.9821 
0.9436 
0.9514 
0.9734 
0.9370 
0.9189 
0.9300 
0.9595 
0.9100 
0.7947 
0.8196 
0.7139 
0.8824 
0.8236 
0.8393 
0.7917 
0.7318 
0.5387 
0.6221 
0.7034 
0.7825 
0.5888 
0.5746 
0.4666 
0.4804 
0.5338 
0.5379 
0.3830 
0.4080 
0.4516 
0.3266 
0.2405 
0.3748 
0.3063 
0.1984 
0.1657 
0.3637 
0.2946 
0.0683 
0.3266 
0.1842 
0.0315 
0.1564 
0.1967 
0.0947 
0.1036 
0.1401 
0.1389 
0.1837 
0.0542 
0.0808 
0.0683 
0.0465 
0.0459 

E 

0.50 
1.45 
2.43 
3.35 
4.26 
5.38 
6.48 
7.48 
8.43 
9.40 

10.09 
11.15 
12.28 
12.95 
13.73 
14.81 
16.16 
16.19 
16.31 
17.47 
17.17 
19.96 
20.28 
21.25 
21.78 
21.63 
20.08 
22.35 
23.52 
25.66 
23.71 
25.10 
22.93 
25.24 
25.44 
27.43 
26.19 
27.05 
28.29 
28.10 
27.17 
29.88 
27.13 
27.54 
26.13 
31.60 
30.71 
24.57 
30.32 
28.28 
19.98 
19.48 
24.53 
20.71 
26.04 
19.12 
23.65 
24.16 
23.39 
17.39 
16.16 
22.53 
23.79 

2.270 

1.020 
1.054 
1.067 
1.100 
1.121 
1,090 
1.080 
1.097 
1.143 
1.248 
1.253 
1.280 
1.275 
1.285 
1.299 
1.498 
1.544 
1.571 
1.524 
1.676 
1.637 
1.709 
1.787 
1.824 
2.083 
2.331 
2.444 
2.607 
2.816 
2.816 
3.290 
3.520 
3.629 
3.705 
4.046 
4.190 
4.346 
4.456 
4.693 
4.889 
4.958 
4.822 
4.889 
4.693 
4.889 
4.958 
4.958 
4.757 
5.176 
5.500 
5.587 
5.867 
6.175 
7.040 
7.184 
7.184 
7.489 
8.000 
8.000 
8,000 
8.000 
8.000 
8.000 

105,458,886 

1,620,205 
1,502,293 
1,670,030 
1,551.890 
1,471,002 
1,282,123 
1,409.482 
1,065,261 

900,319 
628.656 
599.520 
787,603 

1,058,703 
1,328,894 
1,547.436 
2,082,982 
3,214,478 
4,025,092 
2.841.234 
3,486,199 
3,19 1,228 
3,720,587 
2,227,955 
1,960,995 
2,505,597 
1,947,695 
1,612,583 
1,970,837 
2,193,653 
2,817,797 
3,097,653 
2,420,011 
2,281,930 
2,121,079 
1.347.205 
1,047,880 
1,181,351 

996,335 
892,182 

1,339,249 
943,195 
742,463 
916,942 
483,515 
409,811 
268,515 
401,375 
229,159 
243,003 
196,774 
77.123 

104,898 
88,012 
24,358 
30,510 
58,679 
7.002 

27,912 
9,832 

11,104 
14,920 
21.208 

1 .E80 

H 

14.52 
13.63 
12.82 
12.07 
11.37 
10.69 
10.04 
9.43 
8.87 
8.40 
7.99 
7.66 
7.38 
7.15 
6.96 
6.79 
6.64 
6.50 
6.37 
6.23 
6.08 
5.93 
6.56 
6.31 
6.06 
5.81 
5.56 
5.31 
5.06 
4.82 
4.58 
4.35 
4.12 
3.90 
3.69 
3.48 
3.27 
3.07 
2.87 
2.67 
2.48 
2.29 
2.11 
1.93 
1.75 
1.57 
1.40 
1.24 
1.07 
0.92 
0.77 
0.64 
0.50 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

15.02 
15.13 
15.32 
15.57 
15.87 
16.19 
16.54 
16.93 
17.37 
17.90 
18.49 
19.16 
19.88 
20.65 
21.46 
22.29 
23.14 
24.00 
24.87 
25.73 
26.58 
27.43 
25.88 
26.54 
26.58 
25.88 
23.08 
25.66 
27.08 
29.43 
26.41 
27.60 
24.86 
27.12 
27.41 
29.30 
27.44 
28.31 
29.58 
28.98 
27.77 
30.73 
27.77 
27.93 
26.42 
32.17 
31.12 
24.68 
30.67 
28.45 
20.00 
19.58 
24.63 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

22.50% 

96.67% 
90.09% 
83.68% 
77.52% 
71.64% 
66.03% 
60.70% 
55.70% 
51.07% 
46.93% 
43.21% 
39.98% 
37.12% 
34.62% 
32.43% 
30.46% 
28.69% 
27.08% 
25.61% 
24.21% 
22.87% 
21.62% 
25.55% 
23.78% 
22.80% 
22.45% 
24.09% 
20.69% 
18.69% 
16.38% 
17.34% 
15.76% 
16.57% 
14.38% 
13.46% 
11.88% 
11.92% 
10.84% 
9.70% 
9.21% 
8.93% 
7.45% 
7.60% 
6.91% 
6.62% 
4.88% 
4.5056 
5.02% 
3.49% 
3.23% 
3.85% 
3.27% 
2.03% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

23,731,080 

1,566,270 
1,353,354 
1,397,506 
1,203,039 
1,053,894 

846.566 
855,574 
604,490 
459,749 
295,012 
259,068 
314,877 
393,019 
460,126 
501.871 
634,520 
922,391 

1,090,129 
727,731 
844,113 
729,972 
804,341 
569,135 
466,235 
571,253 
437,253 
388.473 
407,839 
409,892 
461,494 
537,192 
381,415 
378,180 
305,022 
181,364 
124,456 
140,781 
108,045 
86,564 

123,388 
84,232 
55,328 
69,670 
33,412 
27,145 
13,104 
18,057 
11,514 
8,478 
6,363 
2,969 
3,429 
1,787 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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r Dunkel Workpaper 

Reproduction Cost New Less Depreciation 
Correct Average Remaining and Average Service Lives in Hughes Calculation 

Reproduction Hughes 
Experience to 1/1/2004 Telephone Reproduction Average Average Cost New 

Amount Proportion Realized Plant Cost New Remaining Service Condition Less Depreciation 
V i g e  Age Surviving Surviving Life Translator (RCN) Life Life Percent (RCNLD) 

A B C D E F G = C'F H I J = H/I K = G'J 

1940 
1939 
1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1928 
1925 

63.5 
64.5 
65.5 
88.5 
67.5 
68.5 
69.5 
70.5 
71.5 
72.5 
73.5 
74.5 
75.5 
78.5 
77.5 
7 8 . 5 C  

1,187 
1,289 
1,293 
1,002 
4,315 

300 
446 
549 
578 

1,181 
2.852 
2,652 
2,005 

0 
179 

3,127,11131 

0.0339 
0.0087 
0.0532 
0.0622 
0.0592 
0.0224 
0.0284 
0.1374 
0.0357 
0,0402 
0.0183 
0.0088 
0.0912 
0.oM)o 
0.1184 
0.0943 

23.99 8.000 
25.18 8.000 
30.45 8.000 
25.83 8.000 
28.00 8.000 
23.18 8.000 
24.74 8.000 
28.41 8,000 
31.84 8.000 
29.19 8.000 
24.96 8.000 
27.54 8.000 
30.58 8.000 
0.00 8.000 

27.64 8.000 
24.89 8,000 

9,498 0.00 
10,312 0.00 
10,344 0.00 
8,016 0.00 

34,520 0.00 
2,400 0.00 
3.588 0.00 
4,392 0.00 
4,608 0.00 
9,448 0.00 

21,216 0.00 
21,218 0.00 
18.040 0.00 

0 0.00 
1,432 0.00 

25,022,504 0.00 

0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 
0.00 0.00% 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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1. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, OCCUPATION, AND PLACE OF 

EMPLOYMENT. 

My name is Scott A. Mclntyre. I work for Qwest Services Corporation 

(“Qwest”). My title is Staff Director - Public Policy. My responsibilities 

include developing marketing and pricing strategies for Qwest and 

supporting these strategies in the regulatory arena. My business address is 

1600 7‘h Avenue, Room 3214, Seattle, Washington 98191. 

HAVE YOU FILED TESTIMONY PREVIOUSLY IN THIS CASE? 

Yes, I filed direct testimony on May 5, 2004. 

II. PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to respond to the testimony of Mr. Thomas 

Regan for the Arizona Commission Staff, as it relates to Qwest’s intrastate 

switched access rates. I will also address the testimony of Del Smith for the 
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Utilities Division, as it relates to service quality standards affecting the 

Residence Business Office access, Business Business Office access and 

Repair Center access. In addition, I will respond to the testimony of Timothy 

J. Gates for Time Warner Telecom of Arizona, LLC. as it relates to the 

pricing of Qwest’s intrastate private line services, also known as special 

access. I will address portions of Mr. Don Price’s testimony for MCI 

concerning switched access issues, and finally, I will address the proposal 

by Mr. Elijah 0. Abinah for the Utilities Division of the Commission as it 

relates to increasing the credit to customers for special construction costs. 

111. TESTIMONY OF MR. THOMAS REGAN 

WHAT IN MR. REGAN’S TESTIMONY WOULD YOU LIKE TO 

ADDRESS? 

On page 35 of his testimony, Mr. Regan begins a discussion of Qwest’s 

intrastate switched access service pricing. He concludes his analysis with a 

recommendation that Qwest reduce intrastate switched access rates by 

approximately $8.9 million. 

DO YOU AGREE WITH MR. REGAN’S ANALYSIS? 
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1 A. I agree with Mr. Regan that Qwest’s intrastate switched access rates should 

2 be reduced. One of Mr. Regan’s analysis techniques however, is based on 

3 a faulty premise and the other technique is arbitrary. As a result, Mr. 

4 Regan’s final recommendation for rate reduction is essentially an arbitrary 

5 amoun t. 

6 Q. WHAT FAULTY PREMISE DOES MR. REGAN RELY UPON IN HIS 

7 ANALYSIS? 

8 

9 

10 

11 

12 

13 

14 

15 

A. On page 35 of his testimony, at line 22, Mr. Regan claims that Qwest’s 

interstate switched access rates are artificially low. He bases his assertion 

on the concept that the interstate End User Common Line (EUCL) charge 

should be factored into switched access rates. This is clearly not the case. 

The EUCL charge is a rate element intended to provide revenue support for 

the local loop. It is not a switched access service and does not provide 

support for low switched access rates. Interstate switched access rates are 

above cost and need no support from any other service. 

16 

17 AT ALL? 

Q. WHY IS THE EUCL CHARGE ASSOCIATED WITH SWITCHED ACCESS 

18 

19 

A. In years past, the revenue from the EUCL charge was collected through 

switched access rates. At that time, an implicit subsidy was inherent within 

20 switched access. The FCC recognized that support for the local loop was 

21 

22 

causing switched access rates to be artificially high and that this implicit 

subsidy should be removed. The FCC has done that over the past few 
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years, separating the EUCL charge from switched access and driving 

switched access rates toward cost. 

Q. WHY SHOULD THE EUCL CHARGE BE SEPARATE FROM SWITCHED 

ACCESS? 

A. Non-traffic sensitive costs, such as the loop, should be recovered in a non- 

traffic sensitive manner. The old architecture created a subsidy whereby 

long distance carriers were paying a portion of the loop charges in a traffic 

sensitive way. Carriers were charged switched access on a per-minute 

basis. They then passed these costs on to consumers in the form of long 

distance rates. 

Q. HOW DID THE INCLUSION OF LOOP SUPPORT CREATE AN IMPLICIT 

SUBSIDY WITHIN SWITCHED ACCESS? 

This was an implicit or hidden subsidy for two reasons. The first is that the A. 

true cost of the loop was not being paid for by the end users, who were the 

ones who created the cost. The cost was being paid by long distance 

carriers who did not create the cost at all. Even if the carriers passed these 

costs along to consumers in the form of higher long distance rates, these 

rates were not in proportion to the costs incurred and not in proportion to the 

use by consumers. Simply put, the end users who made few long distance 

calls were being subsidized by those who made many calls. While this 

concept was acceptable in a monopoly environment, it is not acceptable in a 

competitive environment. This is why The Telecommunications Act of 1996 

and the FCC has sought to eliminate such implicit subsidies. 
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WHAT IS THE SECOND WAY IN WHICH THE OLD RATE 

ARCHITECTURE REPRESENTED AN IMPLICIT SUBSIDY? 

The cost of the loop is not sensitive to traffic volume. The cost of the loop is 

the same whether many calls are made or few calls are made. This requires 

a flat rated structure such as the EUCL charge. Every consumer should pay 

the same on an averaged basis, to cover the cost of the loop because the 

costs are the same, regardless of how much the customer uses it. The 

recovery of these costs through switched access rates means that high toll 

usage contributes more to overall loop costs than low usage. This again is a 

form of implicit or hidden subsidy. The costs were not being recovered in 

the same proportion as they were incurred. 

12 Q. IF QWEST’S INTERSTATE SWITCHED ACCESS RATES ARE NOT 

13 ARTIFICIALLY LOW, AS MR. REGAN STATES, DOES THAT MEAN 

14 

15 A. Yes. Qwest’s intrastate switched access rates still contain an implicit 

16 

THAT QWEST’S INTRASTATE RATES ARE ARTIFICIALLY HIGH? 

subsidy that supports the loop cost of local service. 

17 Q. DOES THIS MEAN THAT THIS SUBSIDY CAN BE EASILY 

18 ELIMINATED? 

19 

20 

21 

A. No, while the solution is simple, it is not easy. The costs are real and need 

to be recovered. The solution is to shift the cost recovery mechanism as the 

FCC has done toward the end user on a flat rated basis. 

22 Q. WHY IS MR. REGAN’S SECOND ANALYSIS TECHNIQUE ARBITRARY? 
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1 

2 

A. Mr. Regan’s second analysis technique is to compare Qwest’s intrastate 

access rates in Arizona to Qwest’s intrastate access rates in Qwest’s other 

3 

4 

5 

6 

7 

8 

9 validate anything. 

13 state territory. Choosing an average rate may sound reasonable, but it 

does not address the public policy of each state to determine why the rates 

in each state are set where they are. Mr. Regan merely concludes that 

since this technique yields a number that is close to his first analysis result, 

it somehow validates his first analysis. Since the first analysis was based on 

a flawed assumption, this comparison may be interesting but it does not 

10 

11 

Q. HOW DO THE PUBLIC POLICIES IN ARIZONA OR QWEST’S OTHER 

STATES AFFECT THE PRICING OF SWITCHED ACCESS? 

12 A. 

13 

Intrastate switched access has long been a revenue support mechanism 

for local service. High switched access rates provide a revenue stream that 

14 

15 

16 

helps maintain low basic exchange rates. This is the traditional thinking of 

many regulators across the nation. This public policy is changing. Many 

regulators recognize that these policy based subsidies cannot be sustained 

17 

18 

19 

in a competitive marketplace. This is the main flaw with Mr. Regan’s 

comparison of other Qwest state switched access rates. Such a comparison 

assumes that other states are in the exact same policy transition phase as 

20 Arizona. Mr. Regan’s comparison would have been better had he only 

21 compared Arizona rates with states that are in a similar situation in terms of 

22 rate levels for switched access and basic exchange service as well as levels 

23 of competition across various sectors. 
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ARE THERE STATES INCLUDED IN MR. REGAN’S AVERAGE THAT 

ARE CLEARLY IN A DIFFERENT PHASE OF POLICY TRANSITION 

WITH RESPECT TO LOCAL RATES AND SWITCHED ACCESS RATES? 

Yes. As an example, Wyoming has lowered switched access rates 

dramatically, however rural residential rates are almost $70 in some areas. 

Wyoming has also instituted a state universal service fund to offset some of 

the impact to customers. The public policy on these issues is clearly 

different in Wyoming than in Arizona, so any rate comparison for switched 

access is merely interesting. 

DOES MR. REGAN’S AVERAGING OF OTHER STATE RATES ALLOW 

FOR SUCH DIFFERENT STATES AS WYOMING? 

Averaging Qwest’s other states assumes that Arizona’s public policy on this 

matter should be an average of other state policies. Averaging other state 

rates may be convenient but it is not an appropriate way to set policy on this 

issue in Arizona. 

HOW SHOULD THE COMMISSION SET POLICY IN TERMS OF PRICING 

INTRASTATE SWITCHED ACCESS RATES IN THIS CASE? 

The Commission should determine what is appropriate at this point in time 

for Arizona. While analyzing other specific states could provide insight, 

merely averaging other state rates will provide no help. The Commission 

has stated before that parity with interstate switched access rates is a 

“laudable goal”.’ Qwest has stated agreement with this goal in many state 

’ Commission Opinion and Order in Docket No. T-01051B-99-0105 et.a.1, page 12, lines 15-21, October 20, 
2000. 
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dockets around the country. The Commission must balance this eventual 

goal with the current situation in Arizona however and determine the current 

state of progress toward this goal. 

WHAT ARE THE KEY FACTORS TO CONSIDER IN DECIDING THE 

MAGNITUDE OF SWITCHED ACCESS REDUCTIONS IN THIS CASE? 

Reducing switched access requires a shift of this revenue stream to other 

products. This revenue represents the recovery of legitimate costs and it is 

needed to maintain financial health for Qwest. The FCC has shifted this 

revenue at the interstate level to the EUCL charge which is currently $6.50 

for basic service customers in Arizona. While the Arizona state equivalent of 

such a charge would be much lower than the interstate rate, the 

Commission must decide if this approach is necessary at this time and how 

large a step toward the goal should be taken. 

DOES QWEST PROPOSE A SWITCHED ACCESS REDUCTION IN THIS 

CASE? 

Yes. Qwest is proposing lowering switched access rates to reduce revenues 

by $5 million. 

IS THIS ESSENTIALLY THE SAME $5 MILLION REDUCTION THAT THE 

COMMISSION DETERMINED WAS NOT REQUIRED IN A PREVIOUS 

DECISION? 
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Yes. The Commission determined in Decision No. 67047, Dated June 18, 

2004 that a $5 million reduction in switched access rates was not required. 

Qwest is essentially offering that reduction as part of this case. 

ISN’T THIS $5 MILLION JUST AS ARBITRARY AS MR. REGAN’S $8.9 

MILLION NUMBER? 

No. This $5 million has already been planned for in terms of the rate 

adjustments necessary to develop this revenue reduction. An additional 

reduction as suggested by Mr. Regan would require additional analysis and 

rate calculations. Any additional revenue reduction in switched access 

beyond this $5 million figure must be offset with an increase in other rates. 

WHAT WOULD QWEST PROPOSE AS THE OFFSET TO SWITCHED 

ACCESS REDUCTIONS? 

The most logical method would be to institute a recurring monthly charge 

per line to offset the reduction in switched access rates, similar to the 

approach used by the FCC. This would accomplish the rate rebalancing that 

is essential to the elimination of implicit subsidies in a competitive market. 

This type of charge is commonly used by providers of local service in 

Arizona. 

IF QWEST BELIEVES THAT PARITY WITH INTERSTATE RATES IS AN 

IMPORTANT STEP TOWARD ACCESS REFORM, WHY IS QWEST NOT 

PROPOSING PARITY IN THIS CASE? 
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1 A. As part of any case in any other jurisdiction, Qwest has always stated that a 

2 revenue neutral shift of access revenues is essential to rate rebalancing. 

3 That rebalancing in Arizona may not be possible without changes in current 

4 policies concerning local service rates and/or universal service. As other 

5 Qwest witnesses will testify, the competition in Arizona is high and the 

6 opportunity therefore for Qwest to raise rates to offset access reductions is 

7 low. Raising Qwest's most competitive service rates would simply cost 

8 Qwest customers for those services and this would negate any rate 

9 rebalancing. Even if the Commission decided to raise basic exchange rates 

10 as an offset, competition may just increase for these customers and negate 

11 the attempt to balance revenues. 

12 

13 

14 

15 Q. WHAT ISSUES IN MR. GATES' TESTIMONY WOULD YOU LIKE TO 

16 ADDRESS? 

17 

18 

IV. TESTIMONY OF MR. TIMOTHY J. GATES 

A. Mr. Gates make made broad claims about special access being a monopoly 

service that are clearly in error. 

19 Q. WHAT IS SPECIAL ACCESS SERVICE? 

20 

21 

A. Special Access is the same service as private line service. If a toll carrier 

uses private lines for the express purpose connecting end users to the toll 
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1 

2 Access”. 

carrier’s switch, then they call this dedicated private line circuit “Special 

3 Q. FROM QWEST’S PERSPECTIVE WHY ARE THESE CIRCUITS ALL 

4 CALLED PRIVATE LINE? 

5 

6 

7 

8 

9 

A. Qwest (and other providers as well) provides a dedicated point-to-point 

circuit from one customer location to another. This circuit may carry data or 

voice traffic. Qwest has no control over the traffic on this circuit and has no 

way of knowing its nature. Even if the circuit is provided from an end user to 

a carrier’s Point Of Presence (POP), Qwest still doesn’t know how this 

10 circuit is being used. The carrier may connect this circuit to another 

11 dedicated channel transporting data to another customer location. In this 

12 scenario, the circuit continues to be considered a “private line”. The carrier 

13 may however connect this circuit from their customer to the carrier’s switch. 

14 

15 

16 

In this application, the circuit can carry long distance traffic yet bypass 

Qwest’s switched network and bypass Qwest’s switched access charges. In 

this application, the private line becomes a “special” access circuit from the 

17 customer’s perspective or the carrier’s perspective. These circuits are 

18 

19 

referred to as “special” access because they bypass the public switched 

network and its associated switched access charges. 

20 

21 5 OF HIS TESTIMONY? 

Q. DO CLECS NEED THESE CIRCUITS AS MR. GATES CLAIMS ON PAGE 

22 A. No. They may like such circuits for the ability to bypass switched access 

23 charges but they can use the switched network to carry this traffic. Such 
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circuits provide a significant advantage over paying for switched access, but 

they are not a necessary element from a network perspective. 

ARE THESE CIRCUITS ONLY AVAILABLE FROM QWEST, AS MR. 

GATES CLAIMS ON PAGE 5 OF HIS TESTIMONY? 

Certainly not. Private line has been highly competitive for many years. Long 

before local service competition there was competition in the private line 

arena. Many competitive service providers began offering private line 

service as their first market offering. This is because the private line market 

is easy to enter. There is no need for a ubiquitous network for private line. 

All that is needed is some facilities between two locations and you are in 

business. 

ARE INTRASTATE PRIVATE LINE SERVICES COMPETITIVE WITH 

INTERSTATE SERVICES? 

Yes. Both interstate private lines and intrastate private lines are in the same 

market. Customers mix their interstate traffic with their intrastate traffic on 

the same circuits. Up to 90% of an interstate circuit’s traffic may be 

intrastate in nature. There are no practical methods for policing the traffic 

on these circuits so customers purchase circuits on the basis of low price 

not jurisdiction. 

ARE QWEST’S RATES FOR INTERSTATE PRIVATE LINES LOWER 

THAN THEIR INTRASTATE COUTERPARTS? 
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Yes. This is why the majority of Qwest circuits are purchased out of the 

interstate tariffs. 

DO COMPETITIVE PROVIDERS OF PRIVATE LINES DISTINGUISH 

BETWEEN INTERSTATE RATES AND INTRASTATE RATES? 

No. Competitive private line providers typically don’t distinguish between 

interstate and intrastate jurisdictions in providing these circuits and price 

them the same. 

DO MANY PROVIDERS OFFER PRIVATE LINE SERVICE IN ARIZONA? 

Yes. There are currently more than 25 providers in Arizona with tariffs 

offering private line (or special access) services. 

HOW DOES QWEST OFFER PRIVATE LINE SERVICES IN ARIZONA? 

Qwest offers private line services through its Competitive Private Line 

Transport Service Tariff. 

HOW LONG HAVE THESE SERVICES BEEN CONSIDERED 

COMPETITIVE IN ARIZONA? 

Qwest’s Competitive Private Line tariff was established in 1997. 

IS PRIVATE LINE A WHOLESALE PRODUCT OFFERING? 

No. Private line is a retail service. 

SHOULD RETAIL SERVICE PRICES BE REDUCED TO COST AS MR. 

GATES CLAIMS ON PAGE 5 OF HIS TESTIMONY? 
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No. Retail services are priced above cost to recover joint and common 

costs. If Time Warner wishes to purchase private line services for the 

provision of local service it should do so through an interconnection 

agreement or through Qwest’s Schedule of Generally Available Terms 

(SGAT). If it wishes to purchase dedicated transport for long distance 

purposes, it should purchase special access/private line from Qwest or from 

any of a number of other companies that own their own facilities. An even 

more economical choice might be to build the facilities themselves. 

CAN TIME WARNER PROVIDE ITS OWN FACILITIES FOR PRIVATE 

LINE SERVICES? 

Yes. In fact, Mr. Gates admits that Time Warner self provides these 

facilities. On page 17 of his testimony, Mr. Gates describes a situation 

where time Warner was denied access to a building in which it wished to 

place fiber optic cable. The building owner denied them access, but this was 

obviously Time Warner’s first choice for reaching customers in that building. 

HOW DO COMPANIES SUCH AS TIME WARNER MAKE DECISIONS ON 

WHICH PROVIDER TO USE FOR PRIVATE LINE SERVICES? 

Typically such companies will check their own networks first to determine if 

they have capacity in the locations needed. If they lack capacity or do not 

have facilities to a specific location, they will then check other providers in 

the area. Often they will seek facilities from Qwest as a last resort. 
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IS FIBER THE ONLY TECHNOLOGY CURRENTLY USED FOR PRIVATE 

LINE CIRCUITS? 

No. Fiber is a common technology today but other technologies include 

coaxial cable, copper wire, and microwave radio. In addition, infra-red 

systems and laser systems are available that can be set up quickly and 

inexpensively. 

DOES QWEST HAVE ANY ADVANTAGE WHEN IT COMES TO PLACING 

NETWORK FACILITIES FOR PRIVATE LINE SERVICES? 

No. This is why the private line market is so competitive. Many providers 

have networks and it is reasonably easy to place facilities in metropolitan 

areas where the largest demand exists. Many municipalities have networks 

and offer excess capacity for resale. Qwest is actually at a disadvantage in 

many ways. Qwest employs wide spread networks. This approach has one 

advantage in that it reaches many customers but it has a pricing problem 

due to the need to file tariffs based on average costs. This results in the 

lower cost portions of the network being overpriced and the higher cost 

portions being under-priced. This motivates competitors to self provide 

where Qwest’s costs (and theirs) tend to be low, but rely on Qwest’s 

network where costs are high but Qwest rates are relatively low. 

IS THERE ANY JUSTIFICATION FOR MR. GATES’ CLAIMS THAT 

SPECIAL ACCESSlPRlVATE LINE IS A MONOPOLY SERVICE? 

No. These services are very competitive and Qwest has offered these 

services under the approved competitive classification for many years. 
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There are many other companies that offer these services with their own 

facilities, for example, Cox, Qwest’s largest competitor, offers DS-1, DS-3, 

OC-3, OC-12, and OC-48 Special Access services in its Arizona tariff’. 

V. TESTIMONY OF MR. DON PRICE 

WHAT TESTIMONY DOES MR. PRICE PROVIDE FOR MCI IN THIS 

CASE THAT YOU WOULD LIKE TO ADDRESS? 

Mr. Price discusses intrastate switched access rates in Arizona. He makes 

the claim that intrastate switched access should be priced at cost to avoid 

various market problems. He also claims that Qwest is not being consistent 

in this case with what Qwest has argued in other situations in other states. 

SHOULD SWITCHED ACCESS RATES BE SET AT COST? 

No. Under the current mechanism for intercarrier compensation, switched 

access should not be set at cost. Switched access is one service of many 

that contributes to the overall rate design currently supported by all states 

and the FCC. There is no jurisdiction in the country that has endorsed the 

concept that switched access rates should be set at cost. 

SHOULD INTRASTATE SWITCHED ACCESS RATES BE SET AT 

INTERSTATE AS MR. PRICE SUGGESTS ON PAGE 3 OF HIS 

TESTIMONY AS THE NEXT BEST ALTERNATIVE? 

See Cox Arizona Telecom LLC Access Tariff, Tariff No. 2, Specialized Common Carrier Service, p. 5 1. 2 



1 A. 

~ 2 
I 

4 Q. 

5 

6 

7 A. 

8 

9 

10 

11 

12 Q. 

13 

14 

15 A. 

16 

17 Q. 

18 A. 

19 

20 

21 

, 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Scott A. Mclntyre 
Page 17, December 20,2004 

Under the right circumstances, yes. Qwest has presented arguments in 

other situations supporting that FCC rates constitute a valid surrogate for 

free market rates for switched access. 

MR. PRICE CLAIMS ON PAGE 45 OF HIS TESTIMONY THAT QWEST IS 

BEING INCONSISTENT IN THIS CASE WITH WHAT QWEST ARGUED IN 

A RECENT CALIFORNIA CASE. IS THIS TRUE? 

No. The California case included an extensive industry-wide investigation of 

switched access rates and the issues that surround access reform. Under 

ideal conditions, Qwest would propose the similar resolutions to these 

issues as it did in California. The situation in Arizona is different and 

therefore Qwest’s proposal in this case is different. 

WHAT WOULD IT TAKE FOR QWEST TO PROPOSE THE REDUCTION 

OF INTRASTATE SWITCHED ACCESS RATES IN ARIZONA TO 

INTERSTATE LEVELS? 

It would require an industry-wide investigation that resulted in a 

com peti tivel y neu tra I re balanci ng of intrastate switched access rates. 

WHY MUST SUCH REFORM INCLUDE ALL PROVIDERS? 

True access reform involves much more than just access rates. Access 

reform will affect basic exchange rates which will require support from 

universal service funds. Competition will be affected because many 

providers use switched access to subsidize their local service offerings. In 
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1 

2 

order to encourage fair competition, the Commission must treat all providers 

in a fair and balanced manner. 

3 Q. 

4 

5 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

HOW DO YOU KNOW OTHER LOCAL SERVICE PROVIDERS USE 

SWITCHED ACCESS AS A SUPPORT MECHANISM FOR OTHER 

S E RVI C ES/ 

It is fairly obvious from looking at different service rates. Cox Arizona 

Telecom, LLC, for example, charges switched access rates of four cents per 

minute for originating calls and four cents per minute for terminating calls. 

For a call from one Cox customer to another Cox customer, this amounts to 

eight cents per minute. Cox offers a long distance plan however, at three 

cents per minute. They also offer basic exchange service at rates lower 

than Qwest’s rates. These disparities are evidence that many providers 

average rates together and use one service to support another. This is 

common in a competitive world, but it can cause some confusion for 

customers when comparing rates between providers. 

16 

17 

18 

19 

Q. 

A. 

DOES THIS DOCKET DEAL WITH ALL PROVIDERS IN ARIZONA? 

No. This Docket deals only with Qwest. This is why Qwest’s proposal for 

switched access in this limited situation is different than it would be in an 

industry-wide investigation of access reform in Arizona. 

20 
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1 VI. TESTIMONY OF MR. DEL SMITH 

2 

3 

4 A. Mr. Smith provides testimony on behalf of the Utilities Division of the 

5 Commission Staff. In his testimony Mr. Smith addresses some service 

6 quality issues and makes a recommendation that service quality 

7 measurements with some modification be continued as part of this 

8 proceeding . 

Q. WHAT TESTIMONY DOES MR. DEL SMITH PROVIDE IN THIS CASE? 

9 

10 

11 

12 

Q. 

A. 

WILL YOU ADDRESS ALL ASPECTS OF MR. SMITH’S TESTIMONY? 

No. Mr. Dennis Pappas for Qwest will address issues around held orders 

and out of service performance. I will address issues raised by Mr. Smith 

concerning access to Qwest’s business offices and repair centers. 

13 

14 

15 ACCESS PERFORMANCE? 

16 

17 

Q. WHAT DOES MR. SMITH RECOMMEND RELATIVE TO CALL CENTER 

A. Mr. Smith recommends that the thresholds for service penalties be changed 

so that penalties are more likely under the new plan. 

18 WAS QWEST REQUIRED TO IMPLEMENT ONE TIME PAYMENTS TO 

19 CUSTOMERS UNDER THE OLD PLAN DUE TO LOW SERVICE 

20 QUALITY? 

21 

Q. 

A. No. Qwest satisfied the requirements of the plan to prevent such payments. 



1 Q. 

2 

3 A. 

4 

5 

6 

7 Q. 

8 

9 A. 

10 

11 

12 Q. 

13 

14 A. 

15 

16 Q. 

17 

18 A. 

19 

20 

21 

22 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Scott A. Mclntyre 
Page 20, December 20,2004 

WHAT IS MR. SMITH’S OVERALL OPINION OF QWEST’S SERVICE 

PERFORMANCE DURING THE TERM OF THE CURRENT PLAN? 

On page 15 of his testimony, Mr. Smith states: “Reviewing all of the 

performance data collectively, Staff concludes that Qwest service quality 

has not diminished, and overall has improved, during the initial term of the 

Price Cap Plan.” 

THEN WHY DOES MR. SMITH RECOMMEND INCREASING THE 

OPPORTUNITY FOR PENALTIES? 

One reason seems to be that he is concerned about a few periods of lower 

performance. He seems to believe that increasing the penalty will prevent 

such occurrences. 

WHAT MEASUREMENTS CREATED PENALTY PAYMENTS FOR 

QWEST DURING THE TERM OF THE CURRENT PRICE PLAN? 

The only penalty payments were associated with customer access to the 

Residence Business Office. 

DO MR. SMITH’S RECOMMENDATIONS FOR INCREASED PENALTIES 

AFFECT ONLY THE RESIDENCE CALL CENTERS? 

No. Even though residence center performance was the only measurement 

that resulted in penalty payments, Mr. Smith would have penalties 

increased for the Business centers and Repair centers as well. Meeting 

performance standards should not result in increased penalties for these 

other center operations. 
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1 Q. ARE MR. SMITH’S RECOMMENDATIONS WARRANTED? 

2 A. No. Qwest does not concur with Mr. Smith’s contention that narrowing the 

3 penalty and offset ranges for Residence, Business and Repair office access 

4 will encourage higher performance levels. As Mr. Smith’s testimony plainly 

5 shows, Business and Repair office would pay the same penalty under this 

6 proposal as they did under the current methodology - nothing. Both these 

7 centers have maintained a high performance level throughout the period of 

8 

9 

the Price Cap Plan such that no penalties were incurred. Narrowing the 

ranges is an unnecessary and unwarranted step. Rather than tightening the 

10 ranges, the penalty requirement should be eliminated altogether. The 

11 penalty provision as an incentive to improve call center access is outmoded 

12 and has outlived its usefulness. 

13 Q. WILL INCREASING THE PENALTY OPPORTUNITY IMPROVE 

14 SERVICE? 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. It is doubtful that narrowing the penalty and offset ranges would have any 

beneficial impact on customers. According to Mr. Smith’s chart on page 14 

of his testimony, complaints to the Consumer Services Section of the 

Arizona Commission have dropped dramatically from 2000 to 2004. In fact, 

Commission complaints on call handling are at some of the lowest levels 

since the start of the Price Cap Plan. Through October 2004, there had 

been only 69 complaints on call handling in Arizona, an average of only 7 

complaints a month. Clearly customers are satisfied with business office 

and repair office access. The only effect of this proposal would have is be to 
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1 raise the penalty amount for the Residence office where greater call 

2 volumes make performance more vulnerable to volatility. 

3 

4 

5 CENTER OPERATIONS? 

6 Yes. Call volumes to call centers are subject to extreme volatility. Call 

7 centers of any kind experience events that cause performance to dip at 

8 times. There are three key elements to manage in order to provide 

9 consistent customer hold times. These are: call volume, call duration and 

Q. ARE FLUCTUATIONS IN PERFORMANCE TO BE EXPECTED IN CALL 

A. 

10 

11 

12 

13 be adjusted. 

staffing levels. In order to staff appropriately, the call center manager must 

accurately predict how many calls will come into the center and how long 

these calls will take. Once these predictions are made, staffing levels must 

14 

15 OF LOAD? 

Q. IS THERE MUCH HISTORY TO RELY ON FOR THESE PREDICTIONS 

16 

17 

A. Yes. There is significant history available, but it is history, not a crystal ball 

for the future. History predicts the likelihood of call volumes and durations, 

18 but this is not an exact science. 

19 

20 Q. WHAT TYPES OF PROBLEMS DOES QWEST ENCOUNTER WHEN 

21 STAFFING CALL CENTERS TO APPROPRIATE LEVELS? 

22 A. It is well known that Mondays and days after holidays are the heaviest call 
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1 days and schedules are set to have the maximum number of consultants 

2 available on those days. But other things can impact call volumes, such as 

3 a news story, advertising] customer moving on the first of the month, school 

4 being out in the spring or just starting up in the fall. Repeat callers are an 

5 increasing factor in call volume, and they can be attributed both to low 

6 experience levels of the consultants, and to the increased complexity of the 

7 products and services now available to customers. 

8 Q. 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

ONCE PREDICTIONS ARE MADE IS IT ALWAYS POSSIBLE TO STAFF 

APPROPRIATELY? 

No. Mondays loads, for example may be 50% higher than any other day in 

the week. It is nearly impossible to staff up by 50% for just one day. 

Employees like to work consecutive days. Since the centers are closed on 

Sunday, Monday is particularly problematic. Working Monday, Tuesday, 

Wednesday, Thursday, Friday is acceptable] but Monday, Wednesday, 

Thursday, Friday, Saturday is not. This schedule would give employees 

Tuesday and Sunday off. Any schedule that requires Monday in the 

schedule, but covers Saturday as well is a problem. Also, you cannot hire 

highly trained and skilled representatives to work just Mondays on a part- 

time basis. This type of part-time labor is not easily available. 

20 

21 Q. WHAT OTHER FACTORS IMPACT THE NUMBER OF CALLS THAT CAN 

22 BE HANDLED IN A DAY? 
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Different call types have varying call lengths. For example, a simple inquiry 

about the bill may take less than a minute, while an order for new service 

can take more than a half hour. Call length is impacted by the experience 

level of the consultant, and how many times he or she may need to seek 

help from a supervisor or more experienced employee, or how often and 

how many systems need to be accessed in order to complete the 

customer’s request. As telecommunications services become more 

complex, they require more and longer explanations to customers. 

HAS QWEST EXPERIENCED ANY SIGNIFICANT PROBLEMS THAT 

HAVE AFFECTED CALL CENTER PERFORMANCE IN THE TIME 

PERIOD OF THE CURRENT PRICE PLAN? 

Yes. In January 2004 there was a severe ice and snow storm that closed 

the offices in Seattle and Portland for two days. This created significant 

problems as the calls to these centers had to be routed to other centers. 

WERE ARIZONA CUSTOMERS AFFECTED BY THIS STORM? 

Yes. Calls are routed to many centers around Qwest’s region to balance 

the load. Since these centers in Seattle and Portland were closed it created 

overloads in other centers. This affected customer hold times across the 

entire region. 

DID OTHER EVENTS OCCUR THAT ALSO AFFECTED SERVICE 

RESULTS? 
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Yes. Qwest launched a new product in December 2002. This product was 

called Qwest Choice and it was very popular. In fact, this product was so 

popular that calls to Qwest business offices were twice what was expected. 

This example illustrates that even when Qwest offers an attractive product 

for customers, there is a danger of missing call center objectives if the 

popularity of the product is not predicted accurately. In this case, call center 

results would have been better if the product were less beneficial to 

customers. 

ARE THE CURRENT MEASUREMENTS APPROPRIATE FOR 

MEASURING BUSINESS OFFICE PERFORMANCE? 

No. The real measure of any call center performance is overall customer 

satisfaction at the conclusion of the call. Customers want their issue 

resolved in an efficient and professional manner. How long they waited to 

talk to a representative is forgotten if that representative is professional; and 

handles the call to the customer’s satisfaction. 

HOW WOULD THIS BE MEASURED? 

The only way to really measure customer satisfaction is through surveys. 

DOES QWEST SURVEY CUSTOMERS ON SATISFACTION WITH 

BUSINESS OFFICE CONTACTS? 

Yes. Qwest surveys customer and reports the results to the FCC. The FCC 

then generates Automated Reporting Management Information System 
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(ARMIS) reports. According to the latest (2003) ARMIS report, less than 2% 

of Qwest residence customers are dissatisfied with their business office 

experience. 

IS QWEST COMMITTED TO PROVIDING GOOD CUSTOMER ACCESS 

TO YOUR BUSINESS OFFICES? 

Yes, and we believe we are providing good service for the majority of our 

customers. We must do this to meet the competitive challenge we are 

seeing in all areas of the business, and we must be able to accommodate 

growth with the good service that customers have come to expect. 

SHOULD THE ARIZONA PRICE PLAN INCLUDE MEASUREMENTS FOR 

CALL CENTER ACCESS? 

No. Call center access is not an accurate measurement of customer 

service. Customers expect professional representatives to handle their calls 

efficiently and to the customer’s satisfaction. This customer satisfaction 

cannot be expressed by a simple measurement of time spent on hold. The 

FCC ARMIS data and the lack of complaints to the Arizona Commission is 

evidence that customers are being well served by Qwest call centers. The 

current standard is cumbersome and unnecessary. 

IF THE PRICE PLAN MUST INCLUDE SOME SERVICE LEVEL 

MEASUREMENT FOR BUSINESS OFFICE OR REPAIR OFFICE 

ACCESS, ARE THE CURRENT STANDARDS APPROPRIATE? 
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1 A. No. If the Price Plan must include a service level measurement for 

2 Business office or Repair center access, it should use a 60-second average 

3 wait time instead of the current standard. Average wait time is a far better 

4 measurement for customer access to call centers than the current 80/20 

5 measure. This metric measures the length of time a customer waits for a 

6 customer representative to respond once the customer has selected the last 

7 menu option of the automated response system. Average wait time not only 

8 better expresses the experience of all customers, it reflects how call centers 

9 are managed and therefore provides valuable data that call center 

10 managers can use to improve customer service. State commissions in 

11 

12 

13 dockets. 

Washington, New Mexico and Utah have already adopted the average wait 

time metric and it is being considered in Colorado and Montana rulemaking 

14 Q. DOES AN AVERAGE WAIT TIME MEASUREMENT ALSO ENHANCE 

15 THE MANAGEMENT OF THE CALL CENTER? 

16 A. Yes. An average wait time measurement delivers precise information to the 

17 call center manager that can be used to make decisions in real time on how 

18 to improve service. For the most part, call volume is controlled by 

19 circumstances. Qwest does not, for example, block incoming calls. Call 

20 volume is totally controlled by the customers making choices of when to 

21 call. Call duration is largely controlled by customers and the growing 

22 complexity of services. In order to provide good service, it is not advisable 

23 to cut conversations short just to answer the next call. This is a key reason 

24 why call access measurements are not the best measure of customer 
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service. Meeting access requirements by rushing conversations with 

customers helps meet access requirements but it reduces customer service. 

The key to managing call centers efficiently is to manage the personnel and 

shift people as needed. 

The 80120 standard makes it difficult to discover the true nature of any 

existing problem with answering calls. For example, if a call center is 

answering 75% of the calls within 20 seconds, the magnitude of the 

performance shortfall is still unknown. In this case there are 25% of calls 

that are not included in the metric that may be taking 21 seconds or 60 

seconds to answer. The results become so clouded that the required shift 

in personnel cannot be accurately determined and staffing adjustments 

become more like guesses at the appropriate level. In contrast, if the 

average wait time is running 66 seconds and the objective is 60 seconds, it 

is clear that there is a 10% problem. If the work force can be augmented by 

10% the average wait time will drop by 10% and the objective will be 

attained. 

Another problem with the 80/20 measurement is that it has a very steep cliff 

from success to failure. For example, if a center is answering all calls in 20 

seconds, it is meeting the 80/20 standard with 100% compliance. If call 

volume suddenly increases and the center slows to a 21 second answer 

rate for all calls, performance drops to 0% compliance. I realize that calls 

do not come in at a steady rate such as this, but it illustrates a situation 
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where service levels can drop by less than 2%, yet we go from 100% 

compliance to 0% compliance with the 80120 standard. 

HOW DOES THE INCREASING COMPLEXITY OF SERVICES 

CONTRIBUTE TO THE PROBLEM? 

Services that are increasingly complex and require more time to discuss 

with the customer. Many of our new services require some research into 

availability, either by wire center or loop characteristics. Also, there may 

need to be more discussion with the customer about what the service does 

and how it is billed. These new services add a layer of complexity that 

requires additional time, and it is even a bigger problem for newly trained 

employees. 

WHAT AVERAGE HOLD TIME WOULD QWEST RECOMMEND AS A 

STANDARD? 

Qwest would recommend a standard of 60 seconds. The Commission 

should be setting minimum acceptable standards if they set any standards 

at all. These standards should be the same for all providers, not just Qwest. 

A 60 second hold time is reasonable at the present time. Customers 

experience hold time for many calls to many call centers in many industries. 

Waits of up to one minute do not create problems for most people. In fact, 

for many calls to many service centers a wait of only 60 seconds would be a 

welcome relief. I have been paying attention for the past few years to how 

long I wait when I call in to some service or sales center in various lines of 
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business. My experience has been waits of several minutes are not 

unusual. 

VII. TESTIMONY OF MR. ELIJAH 0. ABINAH 

WHAT ASPECTS OF MR. ABINAH’S TESTIMONY ARE YOU 

ADDRESSING? 

Mr. Abinah proposes that the current $3000 special construction credit 

provided to customers in rural areas be increased to $5000. 

WHAT ARE SPECIAL CONSTRUCTION CHARGES? 

Special construction charges occur when a customer requests a service 

that is unique, unusual or provides service specifically for one customer or 

group of customers. Special construction charges apply when the cost to 

provide these services exceed normal provisioning costs. 

WHY ARE SPECIAL CONSTRUCTION CHARGES APPROPRIATE? 

Customers who choose to build in locations not served by telephone 

network facilities should not be subsidized for this choice by other rate 

payers of Arizona. A customer may wish to enjoy the privacy associated 

with living in a remote area, but this choice comes with appropriate 

additional costs. Other customers in Arizona should not have to pay higher 

rates for telephone service to pay for the lifestyle choices of a few. 
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1 Q. WHAT IS THE CREDIT DISCUSSED BY MR. ABINAH? 

2 The credit amounts to a discount off of the total cost of providing service to 

3 the customer. For example, if the total cost to provide service is $10,000, 

4 the customer currently receives a $3000 credit. This means that the 

5 

A. 

construction bill paid by the customer is only $7000. 

6 WHY IS THERE A CREDIT ALLOWANCE FOR SUCH SITUATIONS? 

7 The credit dates back to a time when the desire to add customers to the 

8 network outweighed the problems with creating a subsidy for these 

9 customers. The cost of building new network in rural areas is typically 

10 higher due to the low densities and long distances involved. The credit was 

11 an attempt to support rural area customers because they typically were less 

12 affluent and needed more help. 

Q. 

A. 

13 DOES THE CONCEPT OF POOR RURAL CUSTOMERS STILL HOLD? 

14 No. Today, many people moving to rural areas are more affluent, not less. 

15 People moving to rural areas are those who can afford the transportation 

16 costs of getting to and from the cities. Rural family farms are declining and 

17 land is being divided up into ranchettes and country estates. These 

18 

Q. 

A. 

customers do not need subsidization and they should not receive it. 

19 Q. IS THE CURRENT $3000 CREDIT APPROPRIATE? 

20 

21 

22 

A. No. The annual carrying charge for an investment of $3000 is approximately 

$863. This represents the depreciation cost, amortization including the cost 

of money, taxes and maintenance. The average expected revenues from a 
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residence customer are about $540 per year. This means that customers 

who receive this credit are being subsidized by other rate payers in the 

amount of approximately $27 per month. There is no reason to subsidize 

these customers simply because of the lifestyle choices they make. 

IS THE REVENUE FIGURE USED HERE A GUARANTEED NUMBER? 

No, not at all. The customer could easily choose to take service from 

another provider. The new provider could be a reseller of Qwest’s service in 

which case the revenue would be reduced. The new provider could also be 

one that utilizes its own facilities or some wireless technology. In such 

cases, Qwest might receive no revenue at all. New facilities create costs 

whether they are used or not. When Qwest must install new facilities, it is 

committed to the cost but the revenue is definitely not guaranteed. 

SHOULD THIS CREDIT BE INCREASED AS PROPOSED BY MR. 

ABINAH? 

Certainly not. This credit is already too high in light of the current state of 

telecommunications competition in Arizona. Raising the credit would 

increase the subsidy already being received by this select group of 

customers and result in a longer cost recovery period for Qwest. 

HOW DOES THE $3000 CREDIT COMPARE TO THE AVERAGE LOOP 

COST DETERMINED BY THE COMMISSION? 

The Commission has found that for wholesale pricing purposes, the 

average cost of a loop in Arizona is $505. This means that while the 
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1 

2 

3 

4 

5 

6 

average loop cost is only $505, the Commission Staff wishes to allow 

almost ten times this amount to be credited to this special group of 

customers regardless of the actual costs to provide them service. In light of 

the telecommunications choices available to consumers today and the 

competitive market that exists in Arizona, it seems inappropriate to allow a 

credit this far above the Arizona average loop cost. 

7 Q. 

8 

9 A. 

10 

11 

12 

13 

14 

WHAT WILL HAPPEN IF MR. ABINAH’S RECOMMENDED CREDIT 

INCREASE IS APPROVED BY THE COMMISSION IN THIS CASE? 

The additional cost will be picked up by other rate payers in one form or 

another for the services they purchase from Qwest. Perhaps new services 

will be priced higher than they otherwise would. Perhaps discounts or 

promotions to other customers will be limited. Perhaps Qwest will be unable 

to pass along these costs due to competitive pressure and the only option is 

to cut operating costs which could adversely affect service levels. 

15 Q. WHY CAN’T QWEST JUST ABSORB THE ADDITIONAL COST OF 

16 

17 

18 

19 

20 

21 subsidized by others. 

PROVIDING SERVICE TO THESE CUSTOMERS? 

There is no such thing as “absorbing” the cost. The cost will be passed on 

to consumers in one way or another or the cost will be passed on to stock 

holders in the form of reduced earnings and a lower stock price. In any 

case, the increased cost of serving these special customers will have to be 

A. 

22 Q. IS THIS APPROPRIATE? 
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No. The telecommunications market is increasingly competitive. 

Competition cannot tolerate subsidies. One of the main focuses of The 

Telecommunications Act of 1996 and the FCC’s interpretation of The Act 

has been the elimination of implicit subsidies. There is already such a 

subsidy in the current credit. Mr. Abinah would have that subsidy increased. 

DOES THIS CREDIT HAVE ANY EFFECT ON COMPETITON IN 

ARIZONA? 

Yes, this credit is a detriment to competition. Forcing other rate payers to 

subsidize new customers and pay a portion of the cost to add customers to 

the network inhibits the ability of other providers to compete. If Qwest 

charges new customers less than the true costs of building new facilities, 

competitors must compete with a subsidized rate. This makes it difficult to 

build facilities to compete in the market. This is another case where a forced 

averaging of costs is detrimental to competition, especially in rural areas. 

Mr. David Teitzel also discusses this concept in his rebuttal testimony of 

Staff witness Matthew Rowell. 

WHAT SHOULD HAPPEN TO THIS CREDIT AMOUNT? 

It should be eliminated completely. These customers are choosing to locate 

in areas that lack facilities. This means that Qwest must add facilities in a 

manner not planned for as part of efficient growth. This makes such 

additions more costly than efficient network growth would anticipate. If these 

new additions were average in nature then one could argue that the largest 

credit possible would equal the average loop cost which has been 
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determined to be approximately $505. Since these are not average 

situations and do not benefit from the economies of scale built into general 

network growth, the credit should be eliminated. These one-at-a-time, one- 

of-a-kind, construction efforts require specific analysis by Engineering. All of 

this effort should be paid for by the customer requesting service and no 

credit should be given at all. 

VIII. SUMMARY OF REBUTTAL TESTIMONY 

WOULD YOU PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY? 

Yes. Mr. Regan’s testimony attempts to justify a reduction in Qwest’s 

switched access rates by approximately $8.9 million. While Qwest agrees 

that some reduction in switched access is appropriate, Mr. Regan’s analysis 

is flawed and creates no clear justification for the $8.9 million reduction. 

Qwest proposes that the $5 million reduction previously planned for is more 

appropriate given the policy issues and competitive levels in Arizona. The 

additional rebalancing of switched access rates is desirable but only if it can 

be accomplished in a revenue neutral manner that is consistent with the 

other policy issues applicable in Arizona. 

Mr. Gates provides testimony that is misleading and inaccurate. His claim 

that Qwest is a monopoly provider of special accesslprivate line services is 
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clearly baseless. There are many providers of private line service in 

Arizona, as is evidenced by the tariffs on file with the Commission. Qwest 

has offered these services under a competitive tariff since 1997. Mr. Gates’ 

claims on this issue should not be given credence. 

Mr. Price challenges Qwest’s recommendations concerning switched 

access based on what he feels are needed changes in the industry. Qwest 

agrees that switched access reform should be addressed, but it should be 

addressed on an industry-wide basis. This Docket concerns only Qwest’s 

rate plan and does not address other necessary components of switched 

access reform. 

Mr. Smith recommends that penalties for Qwest should be increased even 

though he admits that service levels have improved. Mr. Smith’s proposal is 

clearly unfair. Improvements in service should be rewarded, not penalized. 

Qwest must offer high quality service in order to compete in the 

telecommunications market. Mr. Smith clearly does not understand or 

appreciate the complexities of managing call centers that handle millions of 

calls per year. His analysis does not take into account the true value of 

service offered by Qwest’s call centers and does nothing to balance his 

recommended expectations with real world expectations of customers. Mr. 

Smith’s recommendation is just another example of micromanagement and 

over-regulation of Qwest. The CLECs in Arizona are not subject to the same 

service quality penalties as Qwest. Price Cap regulation was supposed to 

be an effort to simplify regulation. Mr. Smith seems to think it is an 
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1 opportunity to expand regulation in areas other than pricing. At best, the 

2 new price plan should not include service measurements at all. At worst, the 

3 penalties should remain the same, but the better standard of a 60 second 

4 average wait time should be adopted. 

5 Mr. Abinah recommends that the subsidy already flowing to new customers 

6 requesting service should be increased. Increasing this subsidy is not only 

7 inappropriate; it is unfair to the other rate payers in Arizona. In this 

8 proceeding, while all rates are being examined for a reasonable design in 

9 an increasingly competitive market, the truly appropriate step would be to 

10 eliminate this credit completely. 

11 

12 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

13 A. Yes, it does. 
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EXECUTIVE SUMMARY 

Current Responsibilities: 

My title is Staff Director - Service Cost. My responsibilities include preparing expert 

testimony and testifying about the cost of service for all products and services that 

Qwest offers, including its traditional retail services and the more contemporary 

wholesale services. 

Purpose of Testimony: 

My testimony rebuts the testimony of Mr. Thomas Regan and Mr. F. Wayne Lafferty 

regarding Qwest’s proposal for the Arizona Universal Service Fund (“AUSF”). In 

addition, my testimony rebuts Mr. Lafferty’s testimony regarding the calculation of price 

floors based on Qwest’s TSLRIC studies. 

Summary of Testimony: 

My testimony explains why Mr. Regan’s interpretation of the AUSF rules, which 

assumes that no loop or port cost should be included in calculating the funding need, is 

incorrect. I also discuss the results of his “overall analysis” and provide the rationale for 

increasing the shortfall calculated in Zone 3 from $4.6 million to $19.6 million. 

My testimony addresses Mr. Lafferty’s concerns about the way that Qwest’s TSLRIC 

studies have been developed in this proceeding and show why they result in costs that 

are exactly what Mr. Lafferty says they should be. Finally, I explain why Qwest 

proposed to use its fully allocated costs to calculate the AUSF funding amount instead 

of the direct TSLRIC costs as recommended by Mr. Lafferty. 
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IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS. 

My name is Teresa K. (Terri) Million. My business address is 1801 California 

Street, Room 2050, Denver, Colorado 80202. I am employed by Qwest Services 

Corporation as a Staff Director, Service Costs, in the Public Policy Department. In 

this position, I am responsible for preparing testimony and testifying about Qwest’s 

cost studies in a variety of regulatory proceedings. 

ARE YOU THE SAME TERESA MILLION WHO FILED DIRECT TESTIMONY IN 
THIS P ROC E ED1 N G? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

My testimony rebuts the direct testimonies of Messrs. Thomas Regan on behalf of 

the Staff of the Arizona Corporation Commission (ACC) and F. Wayne Lafferty on 

behalf of Cox Arizona Telcom regarding Qwest’s proposal for the Arizona 

Universal Service Fund. In addition, my testimony rebuts Mr. Lafferty’s testimony 

regarding the calculation of price floors based on Qwest’s TSLRIC studies. 
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Testimony of Mr. Thomas Regan 

DOES THE ARIZONA CORPORATION COMMISSION STAFF BELIEVE THAT 
QWEST IS ENTITLED TO UNIVERSAL SERVICE FUNDING UNDER THE 
ARIZONA CODE? 

No. According to Mr. Regan’s analysis Qwest would not receive any AUSF 

funding because in Staffs view the TSLRIC for basic local service should not 

include any cost for the loop and the port. Mr. Regan reasons that because Qwest 

already provides toll, access and vertical services the costs of loops and ports are 

not additional costs of basic local exchange service. Thus, when Qwest’s TSLRIC 

costs (sans loop and port costs) are compared to the benchmark rates for local 

service Qwest does not meet the test for receiving AUSF funding. 

DO YOU AGREE WITH MR. REGAN’S ANALYSIS? 

No, I disagree with Mr. Regan’s analysis on two levels. First, while it may be true 

that the other major services listed by Mr. Regan are provided over Qwest’s loop 

and port facilities, they are not the reason for Qwest’s decision to invest in those 

facilities. Historically it is clear that the reason the telephone industry came into 

existence in the first place was to provide people with basic local exchange 

service. It was not until later that other services such as toll, access and vertical 

services came into existence. Even in today’s competitive marketplace Qwest’s 

decision to invest in additional loop and port facilities is based on the provisioning 

of local dial tone to consumers. Mr. Regan’s suggestion that the appropriate way 

to calculate Qwest’s TSLRIC cost for basic exchange service is to exclude the cost 
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of the loop and port entirely ignores this reality. His position is also counter to 

every other application where TSLRIC or TELRIC studies are used to calculate 

costs. For example, whether calculating price floors for retail services or UNE 

rates for unbundled elements Qwest’s cost studies include the entire cost of the 

loop and the port in the cost of the service or element. 

Second, if Mr. Regan is correct in eliminating the loop and port cost from Qwest’s 

AUSF calculation, Qwest would never qualify for AUSF funds for the customers it 

serves in Arizona’s high-cost areas, but then neither would any of Qwest’s 

competitors who serve those same customers. This is because it would be a clear 

case of discrimination against Qwest if a different result was reached for CLECs 

who provide services to former Qwest customers over Qwest-owned facilities (i.e., 

the CLEC is allowed to receive funds based on the inclusion of loop and port costs 

in the calculation). Thus, Mr. Regan would be required to perform a similar 

analysis in determining a CLEC’s eligibility for AUSF funding and based on the 

CLEC’s costs being essentially the same as Qwest’s the CLEC would also be 

denied AUSF funding. The result under Mr. Regan’s interpretation is that the 

AUSF funds are never available to large LECs and are only available to small 

independent LECs. However, if that was the intent when the AUSF fund was 

established it seems as though the Administrative Code could have simply 

specified that the funds were not available to large LECs, rather than going to the 

trouble of describing how to determine the amount of AUSF support for large LECs 
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and at the same time writing the rules in such a way that they would never qualify 

for funding. 

Q. WHY IS MR. REGAN’S INTERPRETATION A PROBLEM? 

A. If the CLECs are not able to receive AUSF funds for customers, particularly 

residential customers, in Zones 2 and 3 where the combined loop and port costs 

are high in comparison to the 1FR rates then competition is not likely to develop in 

the affected areas. This result is directly counter to the Telecommunications Act of 

1996 and previous findings of the Arizona Commission. In Decision No. 62753 the 

Commission stated with regard to the relationship of deaveraged rates to retail 

rates in an upcoming rate case that “it would be more appropriate to begin to 

gradually make the [retail] rate structure more cost based. We believe such a cost 

based movement is consistent with the objectives of the Act.”’ This is because, as 

the Commission noted, “[tlhe intent of the Act is to provide competitive choices to 

all consumers, regardless of where they live in the state ...” and further “[tlhe 

purpose of deaveraging of UNE rates is to minimize implicit subsidies.”* However, 

in spite of the fact that UNE rates have been deaveraged in Arizona since July of 

2000, and cost differences among the zones have been recognized, the retail rate 

structure in Arizona remains the same. As a result, implicit subsidies remain in the 

In the Matter of Investigation Into U S WEST Communications, Inc.’s Compliance With Certain 1 

Wholesale Pricing Requirements for Unbundled Network Elements and Resale Discounts, Docket No. T- 
00000A-00-0194, Phase I, Opinion and Order, July 25, 2000, pg. 6 (“Deaveraging Order”). 

Id., pg. 7. 
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retail rates and the disparity between the retail rates and deaveraged UNE rates 

discourages competition in the high-cost zones. 

DO IMPLICIT SUBSIDIES PRESENT PROBLEMS FOR QWEST IN THESE 
HIGH-COST ZONES? 

Yes. As competition for business customers and zone 1 residential customers 

increases it becomes more and more difficult for Qwest to continue with the current 

subsidies. The reason for this is two-fold. First, the subsidization of the high-cost 

zones is supported in part by the difference between business rates and residential 

rates in each of the zones. However, the cost to a CLEC of an unbundled loop 

and port is the same in any given zone regardless of whether they are used to 

provide service to a business or a residential customer. This allows the CLEC to 

capture Qwest’s business customers by undercutting a cost that was originally set 

higher in order to subsidize residential customers, thereby eliminating one of 

Qwest’s sources of residential subsidy. This would not be as much of a problem 

for Qwest if the CLECs were required to serve the same residential customers that 

Qwest does. However, because the CLECs do not face this requirement, if Qwest 

lowers its retail business price to meet the competition and keep the business 

customer it effectively gives up the remainder of the business subsidy it uses to 

subsidize high-cost residential customers. 

Second, Qwest also relies on the prices it charges for features such as Caller ID, 

Last Call Return, Auto Callback and others to subsidize high-cost residential 
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lever, the CLECs receive access to all of the features in the switch for 

one low TELRIC port charge. This allows them to undercut Qwest’s prices for 

such services so that as competition for residential customers increases in low 

cost areas Qwest is left, again, with no ability to meet the lower price and less 

ability to subsidize the remaining customers in high-cost areas that it is required to 

serve. As the sources for subsidies available to support the high-cost customers 

Qwest serves dwindle it will become more and more difficult for Qwest to compete 

in the low-cost areas, and at the same time there is no incentive for the CLECs to 

compete for customers in high-cost zones where retail prices are kept low. 

Q. HOW DOES QWEST’S AUSF PROPOSAL CHANGE THIS RESULT? 

A. Qwest’s AUSF proposal provides not only for the direct subsidization of service in 

high-cost zones as envisioned by the Telecom Act and this Commission, but it also 

provides incentive for CLECs to compete for all consumers, regardless of where 

they live in the state. By allowing both Qwest and qualifying CLECs to receive 

AUSF funding in high-cost zones the need to rely on implicit subsidies to serve the 

customers in those zones diminishes. This means that CLECs would be able to 

serve customers in all areas sooner because they would not first have to capture 

enough customers in low-cost zones in order to be able to subsidize a customer 

base in the high-cost areas. Qwest and the CLECs, alike, would have the ability to 

continue to serve and compete for customers in all areas of the state through the 

use of direct subsidies for those customers in high-cost zones. 
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IF MR. REGAN IS CORRECT THAT THE ARIZONA ADMINISTRATIVE CODE 
CONTEMPLATES THE EXCLUSION OF LOOP AND PORT COSTS FROM 
QWEST’S AUSF CALCULATION IS THERE ANYTHING THE COMMISSION 
CAN DO TO ESTABLISH AUSF FUNDS FOR QWEST? 

It is important to emphasize that Mr. Regan’s conclusion that the loop and port 

costs should be excluded from the AUSF calculation cannot be correct because it 

doesn’t make sense and it produces a discriminatory result. As I mentioned 

above, under Mr. Regan’s interpretation the AUSF funds are never available to 

large LECs and are only available to small independent LECs. It does not make 

sense that the AUSF rules would be written to exclude the cost of the loop and port 

from the TSLRIC calculation used for large LECs, while at the same time including 

the loop and port costs in the embedded cost calculation used for small 

independent LECs. Nor does it make sense to exclude the loop cost when 

determining the high-cost areas under the AUSF rules, because the increased cost 

of the loop in rural and sparsely populated areas is what drives the price of service 

higher in the first place. 

In the Midvale Order, establishing AUSF funding for Midvale Telephone Exchange, 

Inc., the Commission granted funding in part on the basis of Midvale’s estimate of 

its cost to deploy facilities in order to serve previously unserved areas3 Although 

the Commission never specifically addresses the issue of loops and ports in its 

decision, presumably the “plant” used to provide service includes loops and ports. 

In the Matter of the Application of Midvale Telephone Exchange, Inc. for Authority to Increase Rates and 
for Disbursement form the Arizona Universal Service Fund, Docket No. T-02532A-00-0512, Opinion and 
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Allowing Midvale Telephone to receive AUSF funds on the basis of loop and port 

costs, while disallowing those costs and denying AUSF funding for Qwest, would 

be nothing short of discriminatory. Nevertheless, even if the Commission believes 

that Mr. Regan’s interpretation of the rules is correct, the Commission can allow a 

waiver of the rules and grant Qwest’s request for AUSF funds as a matter of public 

interest just as it did for Midvale Telephone Exchange, Inc. in Decision No. 6401 1 .4 

In that case, the Commission determined that the “rules indicate that a company 

must already be providing service to the area in which it is seeking AUSF funding 

after applying for FUSF f~nd ing . ”~  The Commission also noted that Midvale was 

not serving any customers in the exchanges for which it was requesting AUSF 

funds and could only estimate its costs because it had not yet built facilities in the 

area. Nevertheless, because the Commission wished to encourage carriers to 

invest in facilities to serve previously unserved areas, it allowed for a waiver of the 

specific AUSF rules for Midvale in order to accomplish a competing goal that was 

in the public interest. In this case, the Commission’s competing goal is to provide 

competitive choices for all consumers, regardless of where they live in the state. 

By allowing Qwest to include the cost of the loop and port in its AUSF calculation 

and granting its request for AUSF funding the Commission will be establishing a 

mechanism whereby the correct incentives will be in place to encourage 

Order, September 5, 2001, (“Midvale Order”). 
Id., pg. 21. 
Id., pg. 21. 
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competition and the wide spread availability of basic telephone service in all areas 

of Arizona at reasonable rates. 

DOES MR. REGAN CONDUCT ANY ANALYSIS THAT SHOWS QWEST’S 
COSTS TO BE HIGHER THAN ITS REVENUES IN ANY OF THE ZONES? 

Yes. Mr. Regan performs what he calls an “overall analysis’’ for AUSF in which he 

calculates a $4.6 million shortfall for Qwest in Zone 3.6 This analysis compares 

Qwest’s intrastate revenues to its intrastate costs for each zone. However, in spite 

of the fact that Mr. Regan’s analysis shows Qwest’s total annual intrastate 

revenues are below its total annual intrastate costs by more than $4.6 million, he 

determines that Qwest “does not need AUSF support” because overall its 

revenues exceed costs.7 

DO YOU AGREE WITH MR. REGAN’S OVERALL ANALYSIS AND HIS 
CONCLUSION? 

No. To begin with, Mr. Regan’s workpapers indicate that his analysis uses 

Qwest’s fully allocated TSLRIC costs, except that for loop and port costs it uses 

Qwest’s UNE loop and port rates. This does not make any sense. As I explain 

below in response to Mr. Lafferty, Qwest’s TSLRIC studies use the Commission- 

determined investments underlying the UNE costs to develop retail rates. Except 

for the fact that a basic exchange study combines unbundled elements into a 

finished service, the only real difference between TSLRIC and TELRIC is the 

I Regan Direct, Schedule TMR-3, pg. 2. 
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expense loadings that are applied. In the case of TSLRIC studies, Qwest 

develops factors based on retail expenses, while TELRIC studies use factors 

based on wholesale expenses. If the purpose of Mr. Regan’s analysis is to 

compare the retail revenues for a 1 FR service to the TSLRIC costs for that service 

then it should use the TSLRIC costs based on retail factors, not UNE rates that 

were developed using wholesale factors. 

In addition, Mr. Regan uses only, what he terms, the “intrastate portion” or 75% of 

the loop and port cost in his analysis. He reasons that because the 1 FR revenues 

are intrastate in nature, then only 75% of the cost of the loop and port elements 

should be included. However, this approach ignores that fact that when a carrier 

makes a determination to invest in loop and port facilities it does not contemplate 

placement of only three-quarters of a loop. Mr. Regan’s use of the 75% factor 

confuses cost (100%) with cost recovery (25% from interstate rates, 75% from 

intrastate rates). 

When the decision is made to provide dial tone to a customer for basic local 

exchange service, the carrier bears the full cost of the loop and port facilities 

whether other revenues are ever generated over that line or not. This is especially 

true in a competitive environment where, as described in Mr. Teitzel’s direct 

testimony, consumers are turning to alternative technologies for service. For 

example, with the advent of virtually free long distance services from wireless 

7 Regan Direct, pg. 34. 



5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Teresa K. Million 
Page 1 1, December 20,2004 

providers, it is entirely possible that a customer could use their wireline service 

strictly for local calling, while relying on their wireless service for long distance 

calls. In that case, the carrier incurs 100% of the cost of the loop but receives no 

contribution from interstate toll revenue to recover that cost. Nevertheless, the 

carrier does receive interstate revenue toward recovery of the loop cost in the form 

of the $6.50 end user line charge (“EUCL”). Mr. Regan uses the 75% to align 

intrastate costs with intrastate revenues, but ignores the fact that the AUSF 

calculation includes the interstate EUCL revenue. The correct way for Mr. Regan 

to align the costs in his analysis is to recognize that the $6.50 EUCL contributes to 

the partial recovery of the cost. Assuming the $6.50 in this way is conservative 

because it implies an average loop cost of $26 ($6.50/.25) and that second lines 

and business lines have higher EUCLs. Because the average loop cost in 

Arizona, as determined by the Commission, is far less than $26, the interstate 

EUCL provides more than adequate cost recovery for the interstate portion of the 

loop cost. Therefore, in order to properly reflect the costs Qwest incurs when it 

establishes service for a customer Mr. Regan should have used the entire cost of 

the loop and port in his analysis. 

If Mr. Regan’s analysis is adjusted to include the entire cost of the loop and port in 

the cost per line and the EUCL in the revenue per line, Qwest’s shortfall in Zone 3 

increases by $1 5 million to $1 9.6 million. 
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Finally, in spite of determining that based on his analysis Qwest experiences a 

$4.6 million shortfall in Zone 3, Mr. Regan concludes that Qwest is not entitled to 

AUSF funding. His conclusion completely ignores the purpose of universal service 

funding which is to help maintain affordable rates in high cost areas and at the 

same time eliminate implicit subsidies for high-cost service. By suggesting that 

Qwest has sufficient revenues in Zones 2 and 3 combined to cover the shortfall in 

Zone 3, Mr. Regan assumes that continuing subsidization of one group of 

customers by another is appropriate. Qwest believes that in order to encourage 

competition, eliminate implicit subsidies and at the same time maintain reasonable 

retail rates for the largest number of customers Qwest must be allowed to receive 

AUSF funding. 

Testimony of Mr. F. Wayne Laffertv 

MR. LAFFERTY CLAIMS ON PAGE 37 OF HIS TESTIMONY THAT QWEST DID 
NOT BASE ITS TSLRIC STUDIES ON A UNE COSTING METHODOLOGY. IS 
HE CORRECT? 

No. As I discussed in my direct testimony Qwest’s TSLRIC studies utilize 

investments determined by the Commission for unbundled network elements 

(UNEs) in the wholesale cost docket (Docket No. T-00000A-00-0194). Those 

investments resulted from models and cost studies that were used to develop 

TELRIC, thus, UNE rates. As I also mentioned in my testimony there are many 

similarities between TELRIC and TSLRIC cost methodologies, the main difference 

being that TELRIC develops the cost of unbundled elements and TSLRIC 
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develops the cost of retail services. In addition, there are differences between the 

expense loadings that are applied to determine retail costs versus those applied to 

develop wholesale costs. Therefore, by using the underlying investments 

established in the TELRIC docket, and applying retail expense loadings to 

determine costs Qwest has effectively imputed the UNE costs into its TSLRIC 

studies. This methodology does exactly what Mr. Lafferty says it should which is 

to recover “the prices of the unbundled network elements that are utilized to 

provision [ ] local exchange telecommunications service plus the long run 

incremental cost of any other required network functions”8 in Qwest’s TSLRIC 

costs. 

Q. ARE ALL OF QWEST’S TSLRIC COSTS BASED ON INVESTMENTS FROM 
THE TELRIC DOCKET? 

A. No. There are some retail services that do not rely on investments from the 

Commission-determined UNE costs either because there are not corresponding 

unbundled elements that have been reviewed in a cost docket, or the wholesale 

rates established by the Commission are not based on a discernable cost modeLg 

For example, in the case of Switched Access, Toll MTS, and Directory Assistance 

Qwest has developed investments using its own retail models. It would be 

impossible for Qwest to use a UNE costing methodology in its TSLRIC studies 

Lafferty Direct, pg. 38. 
For example, in Phase IIA of the cost docket the Commission set interim unbundled transport rates 

based on the results of an AT&T Arbitration for which there are no corresponding cost model or 
calculations available. Being unable to replicate the ordered transport rate Qwest used its current 
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where none exists. Thus the costs that result from these TSLRIC studies are 

based on the assumptions and TSLRIC principles discussed in my direct 

testimony. 

MR. LAFFERTY APPEARS TO BE CONCERNED THAT QWEST DID NOT 

COMPETITIVE SERVICES. DID YOU ADDRESS THIS IN YOUR DIRECT 
TESTIMONY? 

PROVIDE TSLRIC STUDIES FOR ALL COMPETITIVE AND NON- 

Yes. In my direct testimony I posed the question “In this proceeding, is Qwest 

providing TSLRIC studies for all competitive and non-competitive services?” I 

went on to explain that in this proceeding I sponsored recurring cost results only 

for the services for which Qwest proposes to change prices or make other 

changes. For any of the services that Qwest does not propose to change the 

price, an analysis of costs would have already been undertaken in a previous 

proceeding when the service was introduced and should not be necessary here. I 

also pointed out that I was providing the cost results for the basic exchange 

products that are used in calculating the appropriate level of the AUSF funding 

need. Finally, I stated that I was providing cost results for Switched Access 

service and Message Toll Service (MTS) due to the consolidation of the Cost of 

Access Docket (Docket No. T-00000D-00-0672) with this proceeding. Beyond 

these studies it should not be necessary for Qwest to submit other cost 

information. 

transport cost model to develop transport costs in its TSLRlC studies, including the Switched Access, Toll 
MTS and Basic Exchange services. 
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Q. MR. LAFFERTY DISAGREES WITH THE FULLY ALLOCATED COST THAT 
YOU USED IN YOUR AUSF CALCULATION. COULD YOU COMMENT ON 
THAT? 

A. Mr. Lafferty believes that the “appropriate cost” under the Commission’s rules for 

calculating AUSF is TSLRIC. As I explained in my direct testimony, the ‘TSLRIC’ 

in a TSLRIC study represents the direct costs of the service, but does not include 

the shared and common costs associated with the service. I do not disagree with 

Mr. Lafferty that the Commission rule describes the appropriate cost for purposes 

of determining AUSF support to be TSLRIC. However, the rule also says that the 

appropriate cost is the cost to provide basic local exchange telephone service “as 

determined by the Commission.’”o My testimony merely suggested to the 

Commission that it consider fully allocated TSLRIC cost as the appropriate cost for 

determining AUSF funding if one of its goals is to eliminate implicit subsidies. As I 

explained in my direct testimony the total cost to provide a retail service includes 

the direct cost of the service, as well as the costs that are shared among groups of 

services and a contribution to the common overheads of the corporation. If the 

AUSF support were calculated using an amount that recovered less than the total 

cost to provide the service, then the shared costs and the amount of contribution to 

common overheads from basic local exchange telephone service would be borne 

entirely by the lines located in Zone 1. Any necessary contribution not recovered 

from the Zone 1 lines would have to be recovered from Qwest’s other retail 

services. This would result in an implicit subsidy of the business and residential 
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basic exchange customers in at least one zone by the customers in another zone. 

Because the purpose of a universal service fund is to help maintain affordable 

rates in high cost areas and at the same time eliminate implicit subsidies for high 

cost service Qwest believes that its fully allocated cost is the appropriate cost to 

use in calculating AUSF funding. 

DOES MR. LAFFERTY CALCULATE AN AMOUNT FOR QWEST’S AUSF 
FUNDING NEEDS USING TSLRIC COSTS? 

Yes. Mr. Lafferty calculates that Qwest’s AUSF funding requirement using 

TSLRIC-based costs is $24.5 million. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 

lo A.C.C. Rule 14-2-1202(A). 
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1. INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Dennis Pappas. My business address is 700 Mineral Ave., Room 

MNH19.15 in Littleton, CO 80120. 

WHAT IS YOUR CURRENT POSITION? 

I am a Director in Qwest’s Public Policy organization representing Local Network 

Operations. 

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND AND 

EDUCATION. 

I have worked in the telecommunications industry for 26 years. In December 

2001, I accepted my current position as Director in Qwest’s Public Policy group 

responsible for providing technical network expertise in the form of live and/or 

written testimony on a number of issues in State and Federal proceedings. For 

instance, following the issuance of the Triennial Review Order, I led a team 

developing a “batch hot cut” process (“BHCP”), which would provide CLECs with 

a process to undertake large quantities of UNE-P to UNE-Loop migrations at a 

reduced price and without lengthy outages for end user customers. Upon 

completion, I produced the BHCP testimony at both the State and Federal levels. 

Between 1996 and 2000, I was directly associated with Interconnection and 

Wholesale Product Marketing. My first responsibilities in this area were as State 

Interconnection Manager for Colorado and Wyoming, a position that involved 

23 project management of all collocation activity. I later became a team leader for 
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the Unbundled Loop and Collocation product teams. Subsequently, I became the 

Director of the Wholesale Product Marketing team and, during that time, led 

multiple groups in developing new products and processes for provisioning 

interconnection products and services for competitive local exchange carriers 

(“CLECs”). Subsequent to that assignment, I was the General Manager for Qwest 

Wholesale Emerging Diversified Markets and had responsibility for approximately 

75 CLEC accounts. In late 2000, I left Qwest to accept a position as Vice 

President of Services at TESS Communications, which was a facilities-based 

CLEC in Colorado and Arizona that provided a suite of services, including 

telecommunications, data, long distance and CATV, to approximately 1,200 end 

users. In early 2001, I assumed the role of President of TESS with responsibility 

for the day-to-day operations of the company. I left TESS in that same year and 

returned to Qwest, where I again worked on the unbundled loop product team and 

began participating as a witness in a number of section 271 workshops. 

Prior to the years worked in Wholesale Markets, I held multiple titles and positions 

requiring expertise in network operations, including Staff Manager and Regional 

Service Manager in the Local Networks Organization. In the 14 years prior to 

those assignments, I worked in Network as an Installation and Maintenance 

Technician (I&M Technician) and an Outside Plant Technician. I have my 

Bachelor’s degree in Business Administration and a Masters in 

Telecommunications from the University of Denver. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 
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My responsive testimony is two fold. In the first portion of my responsive 

testimony I respond to the claims made by Mr. Matthew Rowell on certain aspects 

of Qwest’s current Batch Hot Cut Process (“BHCP”) and update both he and this 

Commission on the progress that has been made with a number of CLEC 

customers since the BHC Forum was held and concluded nearly 12 months ago. 

In that short period of time, commercial agreements have been signed with a 

number of CLECs - some that had participated in the Forum and others who had 

not. The commercial agreement contains the BHC option whereby giving the 

CLEC the opportunity to migrate UNE-P customers to the CLEC’s facilities should 

they choose to do so. The newly developed BHCP addresses each concern 

voiced by the FCC in their Triennial Review Order (“TRO’?. The newest 

provisioning option gives the CLECs the ability to convert large numbers of loops 

in a single day at a single office with little to no impact on the CLEC’s end users 

while also reflecting a reduced non-recurring charge due to gains in efficiencies. 

Qwest’s new BHC provisioning option successfully addresses each of these 

issues. Therefore, the request made by Mr. Rowell, in his testimony, for this 

Commission to intervene and compel the parties to meet again on the disputed 

issues is no longer needed. 

Later in this testimony I provide comments on the assertions made by Mr. Del 

Smith as he asks for continuation and modifications to the Service Quality rules in 

Arizona. This portion of the testimony is intended to focus on held orders, out-of- 

service measurements and trouble report rates. As you will see, the testimony 

actually mirrors the same observations that Mr. Smith has made in his direct 
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testimony which is the fact that Qwest is performing well above each of the 

current thresholds documented in the rules and for those very reasons, there is no 

need for continuation of the Service Qualify measurements in an environment 

where competition weeds out those companies with the inability to meet the end 

user’s needs. 

II. AVAILABILITY OF QWEST’S BHCP 

BRIEFLY DESCRIBE THE CURRENT STATE OF QWEST’S BATCH HOT CUT 

PROVISIONING OPTION. 

Today, Qwest has a fully develop BHC provisioning option available to any CLEC 

wanting to conduct migrations of existing customers to UNE-L in quantities 

qualifying as a batch. Exhibit DP-1 is the description of the provisioning option as 

it exists in Qwest’s Product Catalog (“PCAT”) today. The BHC provisioning option 

is available to CLECs either through commercially negotiated agreements or it 

can be ascertained as an amendment into an existing Interconnection agreement 

(“ICA). Qwest currently offers the BHC option in its negotiations template 

agreement which is TRO and USTA II complaint. Complimentary to the BHC 

provisioning option is a set of electronic tools, which Qwest has successfully 

developed and deployed, that provides the CLECs with the ability to schedule 

their conversions on a central office by central office basis and gain insight into 

the status of each of their orders - is it pending, in jeopardy status for some 

reason or complete. These tools are commonly referred to as the Batch 

Scheduling Tool and the Batch Status Tool. Both tools were tested and made 
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available to those CLECs wanting to use the BHCP on or about October 18, 2004. 

I will discuss each of these tools later in this testimony. 

YOU MENTION TWO METHODS FOR CLECS TO UTILIZE THE BHC 

PROVISIONING OPTION. HOW MANY CLECS HAVE TAKEN ADVANTAGE 

OF THIS OPPORTUNITY IN THE PAST 12 MONTHS? 

Qwest has negotiated and signed commercial agreements with 16 CLECs to date 

and is in the process of negotiating a deal with 1 additional CLEC. While the 

number of agreements may not seem significant, the companies that have signed 

the Commercial Agreement account for nearly 25% of the entire embedded UNE- 

P base in Qwest’s 14 state territories - one CLEC accounts for nearly 80% of that 

amount. In addition to offering the BHCP as part of these commercial 

agreements, Qwest has also added this provisioning option into the template 

agreement which will allow those companies, not interested in a commercial 

agreement, to amend their Interconnection agreements (“ICA”) and enjoy the 

benefits offered by the BHC option. As stated earlier, one CLEC has requested to 

amend their ICA. 

PLEASE COMMENT ON THE STRUCTURE OF THESE COMMERCIAL 

AGREEMENTS. 

The basis for the commercial agreement was a new product offering known as 

Qwest Platform Plus or QPP. QPP allows the CLEC to retain their current 

customers on Platform Plus without the need for migrations off of the Qwest 

switching platform to a CLEC switching platform. The new product offering was in 

response to CLEC needs and perceived concerns over that transition of 



1 

2 

3 

4 

5 

6 Q. 

7 

8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Dennis Pappas 
Page 6, December 20,2004 

customers from one platform to another. However, the CLECs still wanted to 

have an option available to them should they decide, at a later date, to migrate 

customers to their own switch - hence the inclusion of the BHCP in the 

commercial agreement. 

111. BHCP DETAILS 

MR. ROWELL MAKES A STATEMENT IN HIS TESTIMONY THAT THE TRO 

FOUND THAT ILECS CANNOT HANDLE THE VOLUME OF MASS MARKET 

CONVERSIONS. PLEASE ELABORATE ON HIS STATEMENT. 

Qwest provided documentation during the BHC Forum demonstrating the method 

of how it planned on meeting the 27 month migration schedule set forth in the 

TRO. Based on the embedded UNE-P volumes, Qwest had committed to perform 

more than 5,000 UNE-P to UNE-L conversion per day across its 14 state region. 

In order to perform this “labor intensive” work, as Mr. Rowell states, Qwest had 

committed to having teams of two central office technicians dedicated to central 

offices where migration activity was taking place. In order to validate this plan, 

Qwest conducted trials with McLeod USA to ensure that two central office 

technicians could actually perform the pre-wire and due date work within the 

3:OOAM to 1 1 :OOAM window. During this trial, McLeod and Qwest moved actual 

working customers from UNE-P to the McLeod switching platform. A readout on 

the trials can be found in the Hitachi Report which is attached to this testimony as 

Highly Confidential Exhibit DP-2. 

MR. ROWELL MAKES ASSERTIONS IN HIS TESTIMONY THAT QWEST 

NEVER COMPLETED THE BHCP. IS THAT TRUE? 
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No it is not true. Qwest used the information gained during the BHC Forum and 

the repeated trials with McLeod as the basis for its newest provision option. Even 

though the Forum itself concluded in January of 2004, the BHC development 

team continued work based on input from the CLECs and learnings from the 

actual hands on work that was taking place in the McLeod trial. Input from the 

CLECs assisted Qwest in successfully developing and introducing the BHC 

provisioning option which is available to CLECs today. 

BRIEFLY ELABORATE ON A FEW OF THE DETAILS OF THE BHCP ITSELF. 

Batch applicabilitv - Applies to the migration of existing service that does not 

require a field dispatch. In other words, the facilities need to be assigned to the 

end user customer and appear on the Qwest Customer Service Record (CSR). 

Batch size - Qwest has committed to a maximum daily batch size is 100 lines per 

Qwest central office for all CLECs combined. The minimum batch size is 25 lines 

for one Qwest central office. These lines can be submitted by one CLEC on 

multiple LSRS for multiple end users. If the batch size drops to below 20 lines 

due to the inclusion of ineligible orders, before the QCCC “groups” the lines into a 

project, then the BHC will be rejected and all LSRs for that entire BHC project will 

be put into a Jeopardy status. The CLEC will then need to issue subsequent 

LSRs. 

Batch interval - Once a valid LSR is received by Qwest the BHC orders will have a 

standard 7 business day interval. This interval falls in line with the time frames 
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currently set forth in the Service Interval Guide (“SIG”) when a CLEC submits a 

large number of orders today. In fact, the SIG today offers due dates on an 

individual case basis for volumes exceeding the minimum batch numbers so 

under this new offering, the CLEC will be able to provide their end user with a 

standard interval. 

Batch migration window - On the Due Date of the BHC project the Qwest work will 

occur between the hours of 3:OO am and 11 :00 am. 

Pre-wirinq testing - Testing and verification of CLEC dial tone will be performed on 

this day (usually on day 2 or 3 of the 7 business day interval). If no dial tone is 

present the CLEC will be notified via the Batch Status Tool. The jumper will be 

run from the CLECs termination to the COSMIC frame where their current UNE-P 

customer resides. 

Due date testing - On due date, the Qwest central office technician will once again 

test the CLEC dial tone, test the UNE-P line for activity and then perform the lift 

and lay. At this point, the line is tested one final time to validate the CLEC 

telephone number. 

Batch scheduling tool - Qwest will create an electronic interface that allows the 

CLEC to schedule conversions on a central office by central office basis. This tool 

is currently available. 

Batch status tool - Qwest will create an electronic interface that will allow the 

CLEC to get real time updates and order status including jeopardy notifications 

and completions. This tool is currently available also. 
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PLEASE ELABORATE ON SOME OF THE MORE IMPORTANT ISSUES THAT 

QWEST AND THE CLECS WERE ABLE TO AGREE TO. 

As mentioned in earlier testimony, Qwest worked with the CLECs to develop two 

electronic tools both focused on making conversion easier and quicker for the 

CLEC. The Batch Scheduling Tool allows the CLEC to electronically plan their 

migration schedule based on migration availability within a given Qwest central 

office. The Batch Status Tool allows the companies to communicate electronically 

on the status of the conversion whereby virtually eliminating the need for phone 

calls back and forth. Both parties viewed these electronic interfaces as one way 

to increase efficiency of the process and enhance the end user experience insofar 

as it reduces the amount of time until the end user’s number is ported by the 

CLEC. 

Another issue discussed during the BHC Forum was the request by the 

participating CLECs to include loops currently provisioned on IDLC as part of the 

batch. While the parties did not reach agreement on this issue during the Forum, 

we did arrive at a manner in which to provision these “types” of circuits during the 

commercial negotiations. Qwest has agreed to introduce a modified batch that 

will allow the conversion of UNE-P or QPP lines, which currently work on IDLC 

during normal business hours at volumes of 40 conversions per state per day. 

Qwest expects to have systems upgrade in place between 1Q05 and 2Q05 but 

until the systems updates are complete, have committed to handle requests for 

these types of conversions in a manual process. This process is documented in 

Qwest procedural Product Catalog or PCAT. Qwest and the CLECs also agreed 
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to include the conversion of Line Sp t to Loop Split loops as part of BHCP as long 

as certain rules are followed including some limitations on rewiring activity in the 

Qwest central office - this process is also defined in the Qwest Procedural PCAT 

and is included as Exhibit DP-3. 

WERE THERE ISSUES THAT THE PARTIES COULD NOT AGREE TO THAT 

ARE YET UNRESOLVED? 

I would hazard a guess that during any session where this many issues were 

discussed that there are going to be a few items that parties can not/will not agree 

to -this Forum session was no different. However, several of the open issues 

have been closed in the past 12 months. It is important to note however, that 

some of the issues that went to impasse would have directly affected the cost 

(adversely) of the BHC option and for that reason alone, Qwest did not want to 

agree to something that would have negatively impact the non-recurring cost of 

the provisioning option - especially in light of the requirements set forth in the 

TRO language of more for less meaning more migrations for less money. It is 

also important to note that while a majority of the CLECs may have agreed to 

close an issue, one CLEC backed out of the Forum sessions and refused to 

participate so the larger group was not able to close these issues because of the 

single CLEC’s absence. 

Q. 

A. 

Q. DO YOU AGREE WITH MR. ROWELL’S ASSESS OF THE UNE-P MARKET ON 

PAGES 57 AND 58 OF HIS TESTIMONY? 

I do not. Qwest has been diligently working with a number of CLECs to address 

their concerns brought on by the Federal Communications Commission’s (“FCC”) 

A. 
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Interim Unbundling Order.’ In response to these concerns, Qwest introduced a 

functionally equivalent product called QPP, as discussed earlier in my testimony. 

Once again, QPP allows the CLEC to retain existing customers or win customers 

without having to invest in any facilities or network equipment. Some of the larger 

UNE-P customers today have either entered into a Commercial agreement for 

QPP or are in the midst of negotiating such a Commercial agreement. As a 

member of the team that negotiated the Nation’s first real QPP agreement with 

MCI, it appeared that the joint effort and subsequent agreement was beneficial to 

both parties - insofar as it allowed the CLEC to retain customers without migration 

concerns while allowing Qwest to recover more of its cost for the new service. As 

of October 31, 2004, in Arizona, CLECs have approximately 43,000 QPP lines in 

service. 

MR. ROWELL ASKS A QUESTION IN HIS DIRECT TESTIMONY ABOUT HIS 

REASON FOR UNE-L BASED COMPETITION NOT BEING MORE 

PREVALENT. PLEASE COMMENT ON HIS RESPONSE. 

Mr. Rowell’s comments about the ILECs not being able to handle the volume of 

UNE-L conversions has nothing to do with why UNE-L competition is not more 

prevalent. If he wanted the true answer to that, he would have to ask the number 

of CLECs in the State why they were only able to sell less than 30% of there 

embedded capacity. One only has to look at the total number of CLEC 

terminations in a state compare to the UNE-L customers the CLEC has taken in 

In the Matter of Unbundled Access to Network Elements and Review of the Section 251 Unbundling Obligations of 
Incumbent Local Exchange Carriers, WC Docket No. 04-313 and CC Docket No. 01-0338, Order and Notice of 
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order to understand the excess capacity that currently exists. His attempt to 

associate UNE-L competition and Qwest ability to handle a large number of 

conversions fails to make any point. 

MR. ROWELL ASKS IF THE STAFF BELIEVES THAT COMPLETION OF THE 

COLLABORATIVE PROCESS WOULD ENHANCE COMPETION. IN YOUR 

OPINION, WOULD IT? 

That question is easily answered when you look at the work that Qwest has 

continued to conduct since the conclusion of the BHC Forum. We never slowed 

down in our efforts to develop an efficient process that met needs of the CLECs 

while also addressing those concerns set forth by the FCC in the TRO. Qwest 

believes that we HAVE completed the process and that the newly developed 

process adequately addresses the industry's needs. Today, any CLEC interested 

in participating in the offering can take advantage of the new BHC provisioning 

option. 

MR. ROWELL EXPRESSES SOME CONCERNS ABOUT COMPETITION IN 

ARIZONA AND THAT THE BHC MAY HAVE SOME IMPACT ON COMPETION. 

IS THIS CONCERN WARRANTED? 

It is not. Qwest's introduction of QPP is a single indication of Qwest's interest in 

assuring that CLECs continue serving their customer base well into the future. 

Based on this actual contract with a number of CLECs across the region, this 

Commission should review in an attempt to understand the level of commitment 

that Qwest has with the parties. 

Proposed Rulemaking (Released August 20,2004)("Znterim Unbundling Order"). 
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IV. ARIZONA SERVICE QUALITY RULES 

STAFF WITNESS DEL SMITH IS RECOMMENDING THAT THIS COMMISSION 

CONTINUE THEIR SERVICE QUALITY RULES IN ARIZONA. PLEASE 

COMMENT ON HIS RECOMMENDATION. 

In reading and reviewing Qwest’s service qualify performance in Arizona it 

appears that the measures that were put in place in 1995 have served their 

purpose and while these rules may have been needed in 1995 to ensure 

improvements in the end user’s experiences with the dominant 

telecommunications provider the landscape, not only in Arizona but across the 

nation, has changed drastically. 

PLEASE COMMENT ON WHAT PROMPTED THIS DRASTIC CHANGE? 

The release on the 1996 Telecommunication Act changed the entire 

telecommunications landscape. It has allowed numerous resellers, UNE-Loop, 

UNE-Platform and facility based competitors into a market that was once 

considered impenetrable. In fact, in AZ, there are 119 ICAs in place. The 

Commission’s own website lists over 130 competing local exchange providers 

from which customers may choose telecommunications service. CLECs have 

access to approximately 80% of all the loops in Qwest’s network by establishing 

collocation in 69 of Qwest’s 131 central offices. More than 200,000 end users get 

their service through either UNE-P or UNE-L with some additional consumers 

committing to the CLEC via resale arrangements. Now lump on top of this the 

number of cellular users that have replaced their landline phones with wireless 
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alternatives and it is clear that competition is alive and available to a majority of 

the subscribers in the state. 

MR. DAVE TEITZEL HAS ALREADY COVERED LOCAL COMPETITION1 THE 

STATE, WHY ARE YOU ALSO BRINGING IT UP? 

The point I am trying to make is that it should be competition that regulates the 

market performance - not Commission fines and penalties. At this point in time, 

the biggest penalty any telecom provider can face is the loss of a revenue- 

producing subscriber. If a customer today cannot get services from one provider, 

they certainly have the option today to go with another provider. If the customer 

receives substandard service from one provider, they have the option, today, to 

simply go with another provider. If the service level of a provider goes below the 

expectations of the end user the customer will make the choice to change 

providers - customers have had that option since passage of the 

Telecommunications Act of 1996 and continue to exercise those options today. 

Commission-imposed incentives to provide satisfactory service via penalties in the 

form of customer credits and fee waivers is outmoded and outdated in light of the 

competitive environment that exists in Arizona today and should be eliminated. 

DOESN’T QWEST PROVIDE INDIVIDUAL BILL CREDITS TO CUSTOMERS 

FOR THE SAME SERVICE FAILURES THAT ARE COVERED BY THE 

SERVICE QUALITY PLAN PENALTIES? 

Yes, Qwest believes that customer-specific remedies focus on the customer 

affected by the miscue and enable carriers to differentiate themselves in the 

competitive marketplace. Qwest offers automatic adjustments to a customer’s bill 
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when it misses a service call to install or to repair service. If Qwest does not 

provide basic local exchange service within 30 days, Qwest provides the 

customer a choice of: a credit equal to one month of basic service for each month 

or partial month service was not provided, or a cellular voucher of $150.00 for 

each month/partial month beyond 30 days, or Qwest voice messaging or paging 

service. If Qwest does not restore an Out of Service condition in less than 8 hrs., 

it automatically provides a credit approximately equal to one day of the basic 

monthly service charge. Additional credits are paid if the outage extends beyond 

48 hours. These credits are paid in addition to the penalties incurred for the same 

infractions, effectively overlapping the remedy coverage for held order and out-of- 

service failures. 

IS THE CONTINUATION OF THE $2.00 ADDITIONAL ONE-TIME CREDIT 

WARRANTED? 

No, the provision that implemented the additional one-time credit of $2.00 for each 

residence and business access line has outlived its usefulness. The credit was to 

be paid to customers only if Qwest’s performance deteriorated to such a degree 

that Service Quality Plan penalty payments were paid in two or more categories in 

one calendar year. To date, this credit has NEVER been paid. From the start of 

the Price Cap Plan throughout the entire initial term of the Plan, there was not 

even a hint of risk that the additional credit would ever be paid. 

Staffs argument would lead one to believe that the additional credit provides a 

major benefit to customers and serves as an incentive for Qwest to provide higher 

quality service. Qwest disputes both of these notions. It is hard to imagine 
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customers getting terribly excited about a bill credit that is less than the cost of a 

single MacDonald’s Happy Meal. Qwest’s performance through the initial term of 

the Price Cap Plan, as shown in Mr. Smith’s exhibits, is ample evidence that a 

“plug the tub” add-on penalty is unnecessary and should be eliminated. 

DOES QWEST’S CURRENT PERFORMANCE ON HELD ORDERS WARRANT 

THE CLOSURE OF THIS PERFORMANCE MEASURE? 

One only has to review the held order exhibit submitted by Mr. Smith to respond 

to this question. It is very apparent that Qwest has been able to constantly reduce 

the number of held orders across the state in fact, for most of the past two years 

(January 2003-July 2004), held order numbers have been at or near zero. The 

significant improvement in held orders was well underway before the start of the 

Price Cap Plan and the imposition of penalties. This reduction is a direct result of 

Qwest’s continued capital investment to meet the needs of new developments 

along with the fact that facilities have been freed up by the continued decline of 

wireline subscribers which have chosen to either use a wireless alternative 

instead of their landline connection or get their services from an alternate facility 

based provider. 

MR. SMITH RECOMMENDS THAT THE OUT-OF-SERVICE AND HELD ORDER 

PERFORMANCE MEASURES REMAIN UNCHANGED. DOES QWEST HAVE 

ITS OWN RECOMMENDATION? 

We do. It would be our preference that this Commission allows the market 

(customer) to determine their own levels of quality and that the Service Quality 

Plan penalty enforcement provisions for out-of-service and held orders be 
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eliminated altogether. Out-of-service results have been on an improving trend 

since 2000 and, for the most part, results for individual months have been above 

the objective of eighty-five (85) percent. Held Order results demonstrate 

significant improvement also. Reporting at any level in this competitive 

environment is an unnecessary use of resources especially on these two aspects 

of the rules that have NEVER been triggered. 

ONE OTHER ASPECT REPRESENTED BY MR. SMITH IS QWEST’S 

TROUBLE REPORT RATE. PLEASE COMMENT ON HIS 

RECOMMENDATION. 

Mr.Smith confirmed that Qwest has continually met the trouble report standard 

month after month. The wire center level of 8 reports per 100 lines has never 

been approached - in fact, Qwest reported a statewide average of 1.81 lines per 

100 in 2003 which is down from a 3.09 average in the fourth quarter of 2000. It 

is significant to note that Qwest achieved and maintained this high level of service 

without any “penalty incentive” being attached to the trouble report rate standard. 

STAFF IS RECOMMENDING THAT THE TARIFF BE REVISED TO A TOTAL 

COMPANY OBJECTIVE OF NO MORE THAN 3.0 TROUBLE REPORTS PER 

100 ACCESS LINES ACROSS ALL WIRECENTERS IN ARIZONA. PLEASE 

COMMENT ON THIS SUGGESTION. 

Qwest fundamentally does not understand why the Staff is imposing an additional 

repair standard, when there are not significant problems with repair performance. 

A review of Commission complaints shows that complaints regarding repair are at 

a five-year low. Through October, 2004, there have been a total of only 29 
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Commission complaints on repair - an average of 3 complaints a month. Records 

show that there were no repair complaints at all in July of this year. Clearly, 

customers have found Qwest’s repair efforts sufficient. Staffs recommendation to 

add yet another trouble report standard is inconsistent with the customer 

experience, will not provide additional benefit to consumers and is burdensome to 

Qwest. 

Qwest would ask, once again, to let the market control the trouble report rate that 

an end user is willing to tolerate. Mr. Smith’s testimony demonstrates that Qwest 

has continually decreased the trouble report rate from 2001 through 2003 but then 

goes on to state the following “such an objective would provide incentive to the 

Company to maintain the higher service levels it has achieved and thus provide 

ongoing benefit to customers.” Qwest already has an incentive - the competitive 

forces in Arizona are the incentive for us to continue providing the high levels of 

service documented throughout Mr. Smith’s testimony. In an era where regulation 

and reporting is supposed to be on a decline, this proceeding would be a good 

place to begin. 

V. CONCLUSION 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes, it does. 
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Batch Hot Cut Process - V1.0 

History Log 

Description 

The Batch Hot Cut (BHC) Process permits you to migrate existing analog services (e.g., Qwest 
Retail, Unbundled Network Element - Platform (UNE-P), or Resale) to Unbundled Local Loops 
(2-Wire or 4-Wire analog voice grade) in a batch mode (quantities defined below) if the 
current facilities can be reused. The BHC Process is also available to convert a line splitting 
arrangement, using UNE-P or Qwest Platform Plus (QPP) lines, to a loop splitting arrangement. 
Refer to the Line Splitting PCAT or Section 9.21 of the Statement of Generally Available Terms 
and Conditions (SGAT) for the appropriate definition of line splitting. 

Before submitting BHC requests, involving analog services to Unbundled Local Loops, you are 
responsible for identifying whether the request is eligible for the BHC Process. For this type of 
BHC migration the following is applicable: 

0 Reuse of existing facilities 
0 No field dispatch required 
0 

0 

Minimum of 25 lines per service provider per central office per day and a maximum of 
100 lines for all service providers per central office per day 
Region wide (14 states) BHC migration volumes cannot exceed 2,500 lines per day for 
all service providers. 

Before submitting BHC requests, involving Line Splitting to Loop Splitting, you are responsible 
for identifying whether the request is eligible for the BHC Process. For this type of BHC 
migration the following is applicable: 

0 Reuse of existing facilities 
No field dispatch required 

0 

0 No additional line conditioning 
0 

Data Provider and splitter equipment remain the same 

Line Splitting to Loop Splitting BHC requests are included in the minimum of 25 lines 
per service provider per central office per day and a maximum of 100 lines for all 
service providers per central office per day. 
Line Splitting to Loop Splitting BHC requests are included in the region wide (14 
states) BHC migration volumes that cannot exceed 2,500 lines per day for all service 
providers 

0 

The BHC service interval can be found in the Service Interval Guide (SIG). 

Integrated Digital Loop Carrier (IDLC) as a Modified Batch 

Existing analog services provisioned over IDLC are not eligible for the BHC process because 
dispatch of a field technician is required. However, a modified batch process can be used to 
transition analog services currently provisioned over IDLC. A modified batch cut must be made 
up exclusively of lines currently provisioned over IDLC. Prior to issuing your request, the 
facility type should be verified by you via Loop Qualification and Raw Loop Data queries. The 
modified batch will consist of no more than 40 IDLC lines per state per day. This is a 
cumulative total for all IDLC cuts for all Competitive Local Exchange Carriers (CLECs). The 
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ch IDLC process is excluded from the Batch Scheduling Tool and the Statusing 

BHC is available where facilities exist throughout Qwest’s 14-state local service territory. 

Terms and Conditions 

To request a BHC, you will need to have your Interconnection Agreement (ICA) amended to 
include the BHC installation offering. 

Technical Publications 

Technical Publications section does not apply to BHC. 

Pricing 

Rate Structure 

Recurring charges do not apply to the BHC option. However, they do apply to the Unbundled 
Local Loop. Refer to the Unbundled Local Loop - General Information PCAT for additional 
information. 

Nonrecurring charges are comprised of the following rate elements: 

BHC Installation Option charges 
IDLC charges may apply 

Nonrecurring charges for Batch Hot Cut are only billed for performed installation work and do 
not affect the recurring rates that are billed for all Unbundled Loops (UBLs). 

Additional rate structure information can be found in the Statement of Generally Available 
Terms and Conditions (SGAT) or your Interconnection Agreement. 

Rates 

Rates are available in Exhibit A or the specific rate sheet in your Interconnection Agreement. 

Tariffs, Regulations and Policies 

Tariffs, regulations and policies are located in the state specific Tariffs/Catalogs/Price Lists. 

Optional Features 

Optional Features section does not apply to BHC. 



FeaturesIBenefits 

Features/Benefits section does not apply to BHC 

Ap p I ica t ions 

Applications section does not apply to BHC. 

Implementation 

Product Prerequisites 
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I f  you are a new CLEC and are ready to do business with Qwest, view Getting Started as a 
Facility-Based CLEC. I f  you are an existing CLEC wishing to amend your Interconnection 
Agreement or New Customer Questionnaire, additional information is located in the 
Interconnection Agreement. 

Pre-Ordering 

General pre-ordering activities are described in the Pre-Ordering Overview. 

Requirements for pre-ordering are described in Local Service Ordering Guidelines (LSOG) Pre- 
Order. 

Additional information regarding Appointment Scheduler functionality can be found in the I M A  
User's Guide. 

Scheduling a Batch Hot Cut is accomplished through the use of the Appointment Scheduler 
Tool, which will provide a system generated Appointment Confirmation (APT CON) Number for 
your Local Service Request (LSR). You may request appointments for any normal business day 
through Appointment Scheduler. With the exception of the modified IDLC batch identified 
above, the BHC is restricted to scheduling a minimum of 25 lines per service provider per 
central office and a maximum of 100 lines for all service providers per central office per day 
with an overall maximum of 2,500 lines per day region-wide (14 states). 

Volume limitations are controlled by the Appointment Scheduler Tool. Additional information 
regarding Appointment Scheduler functionality can be found in the I M A  User's Guide. 

Prior to issuing your BHC requests, the facility type should be verified by you via the 
Integrated Mediated Access (IMA) Loop Qualification and Raw Loop Data. I n  some instances, 
the facilities to be reused do not qualify for the BHC Process. These include: 
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0 

0 

0 

End-users served by IDLC, see the IDLC sub-section above 
End-users served by a Remote Switching Unit (RSU) 
End-users accounts that contain Line Sharing 

Ordering 

General ordering activities are described in the Ordering Overview. 

BHC service requests are submitted using the following LSOG forms: 

LSR 
0 End-User (EU) 
0 Directory Listing (DL) 
0 Loop Service (LS) 
0 Loop Service Number Portability (LSNP) 

Field entry requirements are described in the LSOG. 

Service requests should be placed using Interconnect Mediated Access (IMA) Electronic Data 
Interchange (EDI), IMA Graphical User Interface (GUI), or faxed to (888) 796-9089. 

A Design Layout Record (DLR) request is described in the IMA ED1 Network Disclosure 
Document or the IMA User's Guide. 

The Network Channel /Network Channel Interface (NC/NCITM) codes eligible for BHC are as 
follows: 

To request a BHC, the following information is required on the LSR: 



The REQTYP must be 'AB' (loop 
with loop Splitting) 
The ACT field must be 'V' or '2 ' .  

nly), '66' (la 

The DSPTCH field must be 'N' or blank. 
The CHC field must be '6'. 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation - Exhibit DP-1 
Rebuttal Exhibits of Dennis Pappas 
Page 5 of 7, December 20,2004 

with number portability) or 'UB' (loop 

0 The APT CON field must contain the confirmation number presented by Appointment 
Scheduler. 
The NC field must be 'LX-' (loop only or loop with number portability) or 'LX-N' (loop 
with loop splitting). 
The Desired Due Date (DDD) field must equal the date associated with the APT CON 
presented by appointment scheduler. 
The TEST field must be 'N' or blank. 
The Expedite (EXP) field must be 'N' or blank. 

For a modified IDLC batch to qualify, the following information is required on the LSR: 

Coordinated Hot Cut (CHC) = Blank or N 
Requisition Type (REQTYP) = AB or BB 
Activity (Act) = V or 2 
Dispatch Required (DSPTCH) = Y 
PROJECT = IDLCBHCXXX (XXX = to Customer Carrier Name Abbreviation (CCNA) 
Special Construction Authorization (SCA) = Blank or N 
Network Channel (NC) code = LX- 
Manual Indicator (MANUAL IND) = Y 
REMARK = IDLC Batch Hot Cut, Project Number (PRN) = IDLCBHCXXX (XXX= CCNA), 
Dispatch required, Installation option lCRWT 

Provisioning and Installation 

General provisioning and installation activities are described in the Provisioning and 
Installation Overview. 

The BHC Due Date (DD) work activities will be completed between the hours of 3:OO AM and 
11:OO AM local time, Monday through Friday, excluding Holidays. The modified IDLC batch DD 
work activities will be done during Qwest's normal hours for installation - Monday through 
Friday, 8:OO AM to 5:OO PM local time, excluding holidays. 

You may verify the current status of your request for a central office on an individual line by 
line basis via the IMA BHC Status Tool. You may use the central office and the date of the 
requested BHC to make your status request. The IMA BHC Status Tool will display the 
following: 

Status information for that specific central office 
Status information for all other central offices due to cut that day 
Initial and subsequent changes to order status 
An option to view details on a line by line basis: 

o Telephone Numbers (TNs) 
o Order numbers 
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o Related order numbers 
o Connecting Facility Assignment (CFA) 
o Purchase Order Number (PON) 
o Event time stamp 
o 
o 
o 

Message indicating status for each line 
Start time on the day of the cut 
Completion time on the day of the cut 

You may also obtain status information in an Excel downloadable file. For more information 
regarding the IMA BHC Status Tool, refer to the IMA User's Guide. 

You will need to have your dial tone present at your CFA by 12:OO AM. (midnight) on day one 
following LSR submittal. On day two or day three, Qwest will perform pre-wiring activities. 
These activities include dial tone verification and Automatic Number Identification (ANI). I f  no 
dial tone is detected during pre-wiring, you will be notified via the IMA BHC Status Tool of the 
no dial tone condition. You will need to have dial tone at the CFA by 3:OO AM on the DD. I f  
CFA changes are required, you will need to submit a supplement (SUP 3) to your LSR by 
12:OO PM. (noon) on day four. I f  dial tone is not found on the DD, your request will be placed 
in jeopardy status and it will be removed from the Batch. Other lines included on the same 
LSR will also be placed in jeopardy status and removed from the Batch due to the no dial tone 
condition. I n  this situation, you will need to follow standard jeopardy processes by submitting 
appropriate supplements. 

For BHC migrations that include Line Splitting to Loop Splitting, a Sync Test will be performed 
on the DD at time of cutover. Qwest will not perform Sync Testing unless you sign up for this 
option. For more information regarding Sync Testing refer to /wholesale/pcat/collocation.html. 
If the Sync Test fails, your request will be placed in jeopardy status. Other lines included on 
the same LSR will also be placed in jeopardy status due to the Sync Test failure. I n  this 
situation, you will need to follow standard jeopardy processes by submitting appropriate 
supplements. 

When the BHC DD work activities are initiated, Qwest will notify you via the IMA BHC Status 
Tool that those orders have been started. You will also have the option of identifying when a 
specific line migrated (referred to as "Trap and Trace"). Refer to your switch vendor for 
information regarding these capabilities. For more information regarding the IMA BHC Status 
Tool, see the IMA User's Guide. 

When the BHC DD work activities are completed or put in jeopardy, you will also be notified of 
the change in status via the IMA BHC Status Tool. No response on an individual line, will be 
considered acceptance of that line and no further action is required by you. 

When a line is shown as complete in the IMA BHC Status Tool, you will have two hours to 
respond if a problem is encountered. If you experience a problem and do not accept the cut, 
you may request to have the circuit cut back to its original state. To do this, you will need to 
email the Qwest CLEC Coordination Center (QCCC) at qcccbhc@qwest.com with the Subject 
Line stating: "CUT BACK". Include the following information in the Email: 

"Require cutback" 
0 Order# 

PON 
TN 

mailto:qcccbhc@qwest.com
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The QCCC will respond via Email when the cut back is complete. Your order will be placed in 
jeopardy status and other lines included on the same LSR will also be placed in jeopardy 
status and cut back to their original state. I n  this situation, you will need to follow standard 
jeopardy processes by submitting appropriate supplements. 

Maintenance and Repair 

General maintenance and repair activities are described in the Maintenance and Repair 
Overview. 

Billing 

Customer Records and Information System (CRIS) billing is described in Billing Information - 
Customer Records and Information System (CRIS). 

Training 

Qwest 101 "Doing Business with Qwest" 

Click here to learn more about this course and to register. 

View additional Qwest courses by clicking on Course Catalog, 

Contacts 

Qwest contact information is located in Wholesale Customer Contacts. 

Frequently Asked Questions (FAQs) 

This section is being compiled based on your feedback 

Last Update: October 18, 2004 
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Loop Splitting - V19.0 

History Log 

Product Description 

Loop Splitting provides the Competitive Local Exchange Carrier (CLEC) or Data Local Exchange 
Carrier (DLEC) with the opportunity to offer advanced data service simultaneously with a new 
or existing Unbundled Local Loop by using the frequency range above the voice band on the 
copper loop. The advanced data service may be provided by the CLEC or DLEC or another 
service provider chosen by you. For purposes of this web page, CLEC will refer to the voice 
provider and DLEC to the advanced data service provider. Only one customer of record 
determined by the CLEC or DLEC partnership, can be identified to Qwest. The customer of 
record is the CLEC/DLEC that is billed for the Loop Splitting. The customer of record may 
designate an authorized agent to perform ordering and/or maintenance and repair functions. 

A Plain Old Telephone Service (POTS) splitter must be inserted into the Unbundled Local Loop 
to accommodate establishment of the advanced data service. The POTS splitter separates the 
voice and data traffic and allows the copper loop to be used for simultaneous DLEC data 
transmission while you provide the voice service to the end-user. Additional information 
describing the POTS splitter configurations is available in Collocation - General Information. 

The POTS splitter can be located in your collocation space in the Qwest Wire Center or in the 
Common Area Splitter Collocation in the Qwest Wire Center that serves the end-user. 

Either you or the DLEC must provide the end-user with all equipment required for them to 
receive separate voice and data services across a copper loop. 

Enhanced Extended Loop (EEL) splitting is available and can be requested using the Special 
Request process. 

Other alternatives for providing data service are as follows: 

I f  Qwest provides your voice service, you have the option of using Line 
Sharing/Shared Loop. 
I f  you have Unbundled Network Elements - Platform (UNE-P), you have the option of 
using Line Splitting. 
I f  you are interested in a Resale option, Resale - Qwest Digital Subscriber Line (Qwest 
DSLTM). 
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Product Diagram 
Splitter in Cage 
(Loop ~ ~ l i ~ ~ ~  

t 

Availability 
Loop Splitting is available where facilities exist throughout Qwest's 14-state local service 
territory. 

Terms and Conditions 
Loop Splitting is provided where existing compatible facilities are available and/or you have 
authorized construction per the terms and conditions in the Statement of Generally Available 
Terms and Conditions (SGAT) or your Interconnection Agreement. You are responsible for 
determining whether the physical characteristics of the facility are compatible with your data 
service. Technical Publication, Interconnection - Shared Loop, 77406 informs you which 
facilities are compatible with Loop Splitting. 

All splitter collocation installations must be completed prior to submitting Loop Splitting 
requests. 

Upon notification of a loss of an end-user account, it is the customer of record's responsibility 
to notify any other involved parties. The customer of record is the CLEC that is billed for the 
Loop Splitting. The customer of record may designate an authorized agent to perform ordering 
and/or maintenance and repair functions. Loss and Completion Reports are available and are 
based on loss and gain account activity. For more information about the reports, see the 
Provisioning and Installation Overview. 

Technical Publications 
Technical characteristics, including Network Channel/Network Channel Interface (NC/NCPM) 
codes are described in Technical Publication, Interconnection - Shared Loop, 77406. 
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Pricing 

Rate Structure 
Recurring charges for Loop Splitting are comprised of the following rate elements: 

0 Operational Support Systems (OSS) 
0 POTS Splitter Shelf Charge 
0 

0 Unbundled Local Loop 

Two Interconnection Tie Pairs (2 ITPs), 1 for voice and 1 for combined voice/data, per 
connection 

Non-recurring Loop Splitting are comprised of the following rate elements: 

0 Engineering Charge 
0 Installation charge, per circuit 

POTS Splitter Shelf Charge 
0 Reclassification Charge 

Splitter Tie Cable Connection Charge 

Additional rate information is located in Exhibit A of the SGAT, or in your Interconnection 
Agreement. 

Recurring charges bill on a month-to-month basis; term contracts are not available. 

One-month minimum billing, contract termination liability and associated contract charges for 
the product from which the loop is being converted will apply, and will be assessed to the end- 
user as described in the Local Exchange Tariff for the applicable state. 

Rates 
Rates are available in Exhibit A or the specific rate sheet in your Interconnection Agreement. 

Tariffs, Regulations and Policy 
Tariffs, regulations and policies are located in the state specific Tariffs/Catalogs/Price Lists. 

Optional Features 
There are no optional features with Loop Splitting. 

Features/Benefits 
Features Benefits 

Carries data on the High 
Frequency Spectrum 
Unbundled Network Element 
(HUNE) above the voice band 
on the copper loop. 

1 Enables CLECIOLEC to offer data 
j services through partnership with 
1 another CLEC/DLEC thus providing 
I you with access to products without 
' capital expenditure. 
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-- 

local service territory. areas where no facilities are 

App I ica tio ns 

Loop Splitting enables a DLEC to create a business arrangement with a CLEC to provide data 
and voice service on an existing Unbundled Local Loop. Loop Splitting enables you to provide 
data and voice service to end-users that do not have spare facilities at their location or who do 
not desire to purchase an additional line. 

Implementation 

Product Prerequisites 
I f  you are a new CLEC and are ready to do business with Qwest, view Getting Started as a 
Facility-Based CLEC. I f  you are an existing CLEC wishing to amend your Interconnection 
Agreement or New Product Questionnaire, additional information is located in the 
Interconnection Agreement. 

Pre Ordering 

General pre-ordering activities are described in the Pre-Ordering Overview. 

Requirements for pre-ordering are described in Local Service Ordering Guidelines (LSQG) Pre- 
Order. 

Qwest strongly recommends use of Pre-Ordering functionality to assist in achieving increased 
service request flow through and accuracy that will result in reduced service request rejects. 

The loop qualification queries should be used prior to submitting a service request. Use of 
these queries can greatly reduce service request rejects by ensuring the types of facilities 
requested are available prior to placing a service request. The queries will enable you to verify 
the type of facility and the physical characteristics of the facility. Based on the physical 
characteristics you can determine if the facility needs to be conditioned, i.e., the removal of 
load coils or bridged tap, which will assist you in identifying the appropriate ordering intervals, 
described in the Service Interval Guide (SIG). 

Some of these queries are available in IMA and others are web based. Loop qualification 
queries are available for you to access the physical characteristics of the Qwest loop facility 
and are based on data obtained from Qwest's underlying plant records. This is the same 
underlying data that Qwest utilizes for its retail product offerings. 

The following applies to the loop qualification queries: 
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e The queries are for informational purposes only and do not restrict or imply that your 
service will or will not work on a given facility. This determination is your 
responsibility. 
Some of the queries offered include Qwest's evaluation of the recorded and calculated 
loop characteristic information. 
As mentioned, the physical characteristics provided are based on Qwest's plant facility 
database. I f  you encounter any inaccuracies in the information, please contact your 
Qwest Service Manager. 

e 

e 

IMA qualification queries are: 

e Loop Qualification Query 
e Raw Loop Data (RLD) query 

Wed based qualification queries is: 

e Wire Center RLD 

The Wire Center RLD query provides wire center specific information. This query provides the 
physical characteristics of the facilities for an entire wire center. The wire center raw loop data 
is presented as a comma delimited file and needs to be downloaded into a database or 
spreadsheet to analyze the individual facilities. Contact your Qwest Service Manager to 
request an ID, which will be required to obtain the digital certificate required to access this 
query. You will need to provide the names and telephone numbers of your employees that will 
be accessing the query. After your Qwest Service Manager has notified you that the necessary 
access permissions have been established, and provided you with your ID  you may then 
initiate the digital certification process. 

Information about the IMA based loop qualification queries is available in the IMA User's 
Guide. The ZMA Loop Qualification and Raw Loop Data-CLEC Job Aid is a document designed to 
provide valuable information and instructions on how to use the IMA based loop qualification 
queries and interpret the information provided. 

Performing a Central Office Splitter Search and Qualifying the Loop 

Prior to ordering Loop Splitting, you will need to identify the end-user's Serving Wire Center 
(SWC) for the purpose of determining whether you have a POTS splitter in the SWC. 
Additionally, it is recommended that you qualify the end-user's loop. 

Because Loop Splitting is provided on an Unbundled Local Loop and is a non-switched service, 
Qwest does not track this customer record by telephone number. You will not be able to 
qualify the loop or perform a Wire Center splitter search by telephone number. Instead, Qwest 
tracks this record by Common Language Serial Number Circuit (CLS). For that reason, you will 
need to determine the SWC and qualify the loop using the end-user's service address as 
follows: 

e 

e 
To determine the SWC, use the Address Validation function in IMA. 
To qualify the loop, use the Loop Qualification function in IMA. 

The Pre-Order Process Section of the I M A  User's Guide specifically details information 
applicable to address validation and loop qualifications functions. 
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I f  you do not have access to IMA, you will need to take the following steps to determine the 
SWC and qualify the loop: 

1. 
2. 

3. 

Obtain a copy of the end-user's CSR by contacting the Customer Service Center. 
Locate the LSO (Local Service Office) Field Identifier (FID) on the end-user's 
Unbundled Local Loop CSR. The LSO is six-digit numeric code identification for the 
physical switch and can be cross-referenced to a Wire Center by using the 
InterCONNection (ICONN) Database. You can then determine whether you have a 
splitter at that location. 
I f  you do not have access to IMA, you can use the web-based Wire Center RLD query. 
A t  the digital certificate web page, click on "I Have A Digital Certificate" to gain access 
to the web-based Wire Center RLD query. 

Ordering 

General ordering activities are described in the Ordering Overview. 

The Batch Hot Cut (BHC) Process permits you to migrate volumes of existing line split loops 
using UNE-P or Qwest Platform Plus (QPP) lines to a loop splitting arrangement. Detailed 
information and processes are described in the Batch Hot Cut (BHC) Overview. 

Synchronization Testing is an option associated with your collocation space and Loop Splitting 
service requests. I n  order to receive notice of a failed Synchronization Test for Loop Splitting, 
you will be required to contact your service manager to sign up for Failed Synchronization Test 
PTA notification. For more information see the Synchronization Testing document in 
Collocation - General Information. 

When Synchronization Testing is performed, the CLEC will be notified that there is a problem 
in their equipment if the test fails. The service request will be placed in a jeopardy status. For 
more information on Jeopardy Status refer to Provisioning and Installation Overview. 

Loop Splitting orders are submitted using the LSOG forms: 

Local Service Request (LSR) 
End User (EU) 
Loop Service (LS) 

Field entry requirements are described in the LSOG. 

The Interconnect Mediated Access (IMA) User's Guide specifically details the information 
applicable to ordering functions. 

Valid NC/NCI codes are required on all Loop Splitting requests. NC/NCI codes are located in 
Technical Publication, Interconnection - Shared Loop, 77406. 

Loop Splitting requests are submitted using Circuit Identification numbers. Information 
describing Circuit Identification number format is available in Unbundled Local Loop General 
Information. 
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A Design Layout Report (DLR) request is described in the IMA ED1 Network Disclosure 
Document or the I M A  User's Guide. 

The Basic Installation option is available for Loop Splitting. For an existing end-user, the Basic 
Installation option is the 'lift and lay' procedure. I n  this scenario the Qwest technician 'lifts' the 
loop from its current termination and 'lays' it on a new termination connecting to the CLEC. 
Test results are not provided to the CLEC. Detailed information about this option is located in 
the SGAT for the relevant state or in your Interconnection Agreement. 

Service interval guidelines are found in the SIG or in Exhibit C of the SGAT for the relevant 
state. 

Service requests should be placed using Interconnect Mediated Access (IMA) , IMA Graphical 
User Interface (GUI), or faxed to 888-796-9089. Loop Splitting should be ordered the same as 
Line Sharing/Shared Loop. 

I f  no facilities are available, the service request will be rejected for a No Facilities reason. 
Reject notification information is described in the Ordering Overview. 

Use of Universal Service Order Codes (USOCs) and Field Identifiers (FIDs) is described in the 
USOCs and FIDs Overview. Use of the USOC/FID Finder will assist you in identifying USOC and 
FID requirements. 

The limitations when ordering multiple lines for Loop Splitting on a single service request are 
as follows: 

0 Qwest will accept multiple Loop Splitting requests on a single order if the Circuit 
Identification numbers are associated with the same end-user address. When you 
submit a service request requesting Loop Splitting for multiple Unbundled Local Loops 
from the same address, the quantity on the LQTY field on the LS of the service request 
must be equal to the number of Unbundled Local Loops to which Loop Splitting is 
being added. 
You are required to submit a separate service request for each Loop Splitting request 
when the Circuit Identification numbers terminate at a different end-user address. 

I n  the Remarks Section of the LSR, provide the ZCID of the party who owns the splitter. 

An Alternate Point of Termination (APOT) form is provided to the DLEC as part of the 
collocation hand-off process. 

The splitter meet points for the Shared Loop are identified on the APOT form. Information 
contained on the APOT form is required on all Loop Splitting requests. The following table 
provides an example of Common Area Splitter Collocation format used to identify the splitter 
location. 

~ - - ~ ~  -- 
Character Field Location 

Characters 1 throu 

Characters 4 through 10 
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Characters 11 through 12 

Characters 13 through 14 

1 Characters 15 through 18 

-- x - ~ ~ - " -  

I.."-_̂X__ -_I 

- 

* vda.0010121.02.01-001 is an example of the Common Area Splitter Collocation format. 

The following table provides an example of format used to identify the splitter location when 
the splitter is located inside your collocation. 

aracter Field Location 
- ~ " -  

I 
I 
I 

1 Characters 9 through 11 

* vda.ALT06.201 is an example of Inside the Collocation Area format. 

Loop Splitting, UBL Split and/or UBL Split with NP 

I n  IMA you may see the UBL Split or UBL Split with NP options for requesting new Loop 
Splitting and UBL Split arrangements at the same time. I f  you are requesting new Loop 
Splitting and UBL services a t  the same time, you must select the UBL Split or UBL Split with 
NP option in IMA. Loop Splitting requests on an existing UBL services may be requested 
utilizing the Loop Splitting option in IMA. 

Projects 
I f  you relate 25 or more Purchase Order Numbers (PONS) and associate orders to a Project 
Identification Code in the PROJECT field on the LSR, the request will be handled as a project 
by the Center responsible for handling your account. The installation guidelines for the project 
are negotiated on an Individual Case Basis (ICB) based on the request. The main point of 
contact for your project will be your Qwest Service Manager. 

Provisioning and Installation 

General provisioning and installation activities are described in the Provisioning and 
Installation Overview. 

Provisioning information and design requirements are available in Technical Publication 
Interconnection - Shared Loop, 77406. 

Firm Order Confirmation (FOC) intervals are available in the SIG. 
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ivities will not exceed forty five (45) minutes. For more 
information on migrations and conversion, see the Migrations and Conversions Procedural 
PCAT. 

A jeopardy occurs on a service request order if a condition exists that threatens timely 
completion. Jeopardy notification information is described in the Provisioning and Installation 
Overview. 

Loss and Completion Reports are based on loss and gain account activity. Completion 
notification, including Loss and Completion Reports, is described in the Provisioning and 
Installation Overview. 

Loop Splitting is provided where existing facilities are available. I f  no facilities can be found, 
and there is No Planned Engineering Job, the service request will be rejected for a No Facilities 
reason and the order cancelled. Contact your Qwest Sales Executive if you wish to authorize 
construction per the terms and conditions of your Interconnection Agreement. Information 
regarding reject codes is available in the Ordering Overview. Refer to SGAT, Section 9.19, 
which addresses options available to you when facilities are not available or refer to your 
Interconnection Agreement. 

Qwest will install and maintain the splitter if it is installed using Common Area Splitter 
Collocation. You have the options either to purchase POTS splitters then provide them to 
Qwest, or to have Qwest purchase them on your behalf, subject to full reimbursement of costs 
incurred. Al l  splitter collocation installations must be completed before Loop Splitting requests 
can be processed. 

New Loop Splitting, UBL Split and/or UBL Split with NP options for Loop Splitting may be 
provisioned on a 2-Wire Non-Loaded Unbundled Local Loop. Loop Splitting (request on a UBL 
service) may also be requested on an existing 2-Wire Non-Loaded or ADSL Compatible Loop. 
When requesting Loop Splitting on an existing ADSL Compatible Loop Qwest will convert the 
loop to a non-loaded loop type. This is performed by changing the NC/NCI code combinations. 

Directory Listings are not part on the Loop Splitting product offering. 

Maintenance and Repair 

General maintenance and repair activities are described in the Maintenance and Repair 
Overview. 

Qwest will work with the customer of record to resolve trouble impacting voice services 
provided through Loop Splitting, as well as for the physical line between the demarcation point 
at the end-user premises and the demarcation point in the Qwest SWC. You and/or the DLEC 
are responsible for repairing data services provided using Loop Splitting. Each service provider 
is responsible for maintaining their own equipment; the party in control of the POTS splitter is 
responsible for its maintenance. 

Qwest will perform Synchronization Testing on Loop Splitting repair reports upon CLEC request 
in the C0;s where Qwest Digital Subscriber Line (DSL) service is provided. To obtain a list of 
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Qwest CO's that have Qwest Rate Adaptive Digital Subscriber Line (RADSL) or its successor, 
refer to Network Disclosures. 

When the CLEC issues a repair report, the CLEC will need to provide Qwest with the 
appropriate protocol, for additional information see Customer Electronic Maintenance & Repair 
(CEMR) On-line Help to test (i.e., DMT-T1.413, DMT-G-LITE, DMT-G.DMT, or CAP), as well as 
the setting for Rate Limiting and Auto Sync (On or Off). Refer to the CEMR On-line Help 
Section 10.7.8 for information regarding requesting a synchronization test. 

I n  CO's where Qwest DSL is not provided, Qwest will test for electrical continuity involving 
Loop Splitting in response to trouble initiated by you. I f  the trouble ticket is not in Qwest's 
network, a Trouble Isolation Charge will be assessed. I f  the testing equipment has been 
installed at the SWC, Qwest will perform an electrical continuity test on the data side of the 
splitter upon your request. You may also request that Qwest perform additional testing. I f  the 
testing uncovers a problem in the portion of the network that Qwest is responsible for, you will 
not be charged for the testing. However, if the additional testing uncovers a problem in the 
portion of the network you are responsible for, an Additional Testing Charge will be assessed. 
Rates are specified in the SGAT, Exhibit A, for the relevant state or in your Interconnection 
Agreement. 

Billing 

Recurring and nonrecurring charges for Loop Splitting, OSS, Basic Installation, ITPs, Trouble 
Isolation, and Additional Testing are billed in Customer Records and Information System 
(CRIS). Detailed information regarding the CRIS Summary Bill, Inquiry and Disputes is 
described in the Billing Information - Customer Records and Information System (CRIS). web 
page. 

Nonrecurring charges for Splitter Shelves, Splitter TIE Cable Connections, Engineering, and 
Reclassification are billed Billing and Receivable Tracking (BART) System. Detailed information 
regarding the BART Bill, Inquiry and Disputes is described in the Billing Information - Billing 
and Receivable Tracking (BART). 

Recurring charges for Splitter Shelves and Splitter TIE Cable Connections will be billed in 
Integrated Access Billing System (IABS). Detailed information regarding the IABS Bill, Inquiry 
and is described in the Integrated Access Billing System (IABS). 

Training 

Qwest 101 "Doing Business With Qwest" 

This introductory instructor-led training course is designed to teach the CLEC and 
Reseller how to do business with Qwest. I t  will provide a general overview of products 
and services, Qwest billing and support systems, processes for submitting service 
requests, reports, and web resource access information. Click here for Course detail 
and registration information. 
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Unbundled Network Element - Switching (UBS) 

This is a self-directed, web-based training course that provides you with an overview 
of the Unbundled Network Element- Switching (UBS) product and its features. Click 
here to learn more about this course and register. 

Unbundled Loop Elements (ULE) 

This is a self-directed, web-based training course that provides you with an overview 
of the Unbundled Loop Elements (ULE) product and features. Click here to learn more 
about this course and register. 

Unbundled Dedicated Interoffice Transport (UDIT) 

This is a self-directed, web-based training course that provides you with an overview 
of the Unbundled Dedicated Interoffice Transport (UDIT) product and its features. Click 
here to learn more about this course and for registration information. 

Unbundled Loop (UBL) 

0 This instructor-led process and systems training course is designed to introduce and 
teach the Unbundled Loop (UBL) products, instructing CLECs on how to request service 
for service for Unbundled Loops. This course will provide an overview of the current 
UBL products, and address the PreOrder, Order, Post-Order, Provisioning, Billing and 
Customer Electronic Maintenance & Repair (CEMR) On-line Help unique to the UBL 
product. Click here to learn more about this course and to register. 

I M A  "Hands On" 

0 This introductory instructor-led training course teaches you how to use Qwest's IMA 
Graphical User Interface (GUI) to order wholesale products. You will experience 
interactive software demonstrations and participate in hands-on practice sessions to 
familiarize yourself with the IMA GUI system. Click here to learn more about this 
course and to register. 

View additional Qwest courses by clicking on Course Catalog. 

Contacts 

Qwest contact information is available in Wholesale Customer Contacts. 

Frequently Asked Questions (FAQs) 

1. Who installs and maintains the POTS splitter in the Common Area of the Qwest 
Central Office? 
Qwest will install and maintain the POTS splitter if it is installed using Common Area Splitter 
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Collocation. You have the option to purchase POTS splitters and provide them to Qwest, or 
have Qwest purchase them on your behalf, subject to full reimbursement for cost incurred. 

2. Where can we access our Loop Splitting loops? 
You can access your loops a t  the point where the combined voice and data circuit is connected 
to the POTS splitter. 

Last Update: October 18, 2004 
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I. IDENTIFICATION OF WITNESS. 

3 

4 QI .  ARE YOU THE SAME HARRY M. SHOOSHAN 111 WHO PROVIDED 

5 DIRECT TESTIMONY IN THIS PROCEEDING? 

6 A I .  Yes. 

7 

8 II. PURPOSE AND SUMMARY OF REBUTTAL TESTIMONY. 

9 

10 Q2. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 

11 PROCEEDING? 

12 A2. The purpose of my rebuttal testimony is to respond to some of the 

13 positions taken by Staff witnesses Matthew Rowell and Armando Fimbres, 

14 by Ben Johnson on behalf of RUCO and by Don Price for MCI. 

15 

16 43. WHAT ISSUES RAISED BY THOSE WITNESSES DO YOU ADDRESS 

17 IN YOUR REBUTTAL TESTIMONY? 

18 A3. In this rebuttal testimony, I disagree with retaining a revenue cap on 

19 Basket 3 services. There is no reason to treat Qwest’s Basket 3 services 

20 differently than the comparable offerings of its competitors. I also argue 

21 against proposals to create a series of sub-constraints in the baskets and 
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1 against radically restructuring the baskets. I further argue that the 

2 productivity gains that Dr. Johnson claims could be attained by Qwest are 

3 unrealistic to expect in light of conditions in Arizona. I also discuss the 

4 flaws in reliance upon static measures of market concentration, and 

5 suggest instead that the Commission consider the ability of Qwest’s 

6 competitors to expand capacity. Further, I reject the suggestions that 

7 wireless service is only a complement and not a substitute for Qwest’s 

8 wireline services. Finally, I recommend that the Commission not be 

9 distracted by MCl’s call for “real deregulation.” 

10 

11 111. 

12 

THE CHANGES IN THE BASKET STRUCTURE PROPOSED BY STAFF 

AND RUCO ARE CONTRARY TO THE ORIGINAL INTENT OF THE 

13 PRICE-CAP PLAN, ARE UNWARRANTED AND DO NOT PROVIDE 

14 THE NECESSARY DEGREE OF REGULATORY FLEXIBILITY. 

15 

16 44. STAFF PROPOSES RETAINING THE REVENUE CAP ON BASKET 3 

17 DUE TO FAIR VALUE CONSIDERATIONS. ROWELL AT 12. HOW DO 

18 YOU RESPOND? 

19 A4. I do not agree. In the first place, where competitive services are 

20 concerned, I do not believe that the Commission is required to base rates 

21 strictly on fair value considerations. Indeed, by their nature, competitive 
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services must be “priced to market” and based on conditions in the 

marketplace. Second, it is the overall price-cap plan and all of its 

component parts-not any particular element of it-that must meet the fair 

value standard. Further, in regulating the competitive services of CLECs 

and IXCs, the Commission does not cap the revenues from those 

services, while the Staff seeks to continue to cap revenue from the same 

category of services offered by Qwest. Qwest proposes to end this 

disparate treatment in this proceeding. 

STAFF ALSO RECOMMENDS THAT PACKAGES OF SERVICES IN 

BASKET 3 THAT CONTAIN ANY BASKET 1 SERVICES BE “HARD- 

CAPPED” SUCH THAT THE PACKAGE PRICE DOES NOT EXCEED 

THE A LA CARTE PRICES OF THE INDIVIDUAL SERVICES IN THE 

PACKAGE. ROWELL AT 13. HOW DO YOU RESPOND? 

I disagree. It is contrary to the original intent of Basket 3 which was to 

give Qwest flexibility in pricing services and packages of services which 

had either been found to be competitive or which are discretionary in 

nature. I believe that requiring the Basket 1 service that is included in a 

Basket 3 package to be made available as a stand-alone offering-as the 

existing plan and Qwest proposed plan do-provides adequate protection 

for consumers. Additionally, it is difficult to understand why a firm, 



I 

1 

2 

3 

4 

5 

6 

7 

8 Q6. 

9 

10 

11 

12 A6. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Harry M. Shooshan 111 
Page 4, December 20,2004 

particularly one in a competitive market, would price a bundle of services 

above the sum of the individual service prices. There is no benefit to the 

consumer to purchasing such a bundle. Instead of trying to write a rule for 

every imagined “harm,” I think Staff should recognize the need for market 

forces to replace regulation and for the same consumer protection rules 

that govern other non-regulated industries to apply in telecommunications. 

ON A RELATED MATTER, STAFF PROPOSES THAT SERVICES IN 

COMPETITIVE ZONES BE CAPPED AT CURRENT LEVELS BECAUSE 

“COMPANIES GENERALLY DO NOT COMPETE BY RAISING 

PRICES.” ROWELL AT 23. HOW DO YOU RESPOND? 

This is a bad idea. In the first place, it is at odds with other aspects of the 

Staffs proposed price-cap plan. The Staff has suggested that Qwest be 

given “headroom” in Basket 3 to offset reductions in access charges and 

to make up what the Staff has determined to be a $3.5 million revenue 

deficiency. However, by hard-capping Basket 3 services that are offered 

in competitive zones as well as hard-capping packages that contain 

Basket 1 services, the Staff is limiting Qwest’s ability to utilize that 

headroom and renders that headroom largely illusory. In the second 

place, the Staffs premise is incorrect. Firms in competitive markets adjust 

prices continually-both raising them and lowering them-to reflect both 
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competitive conditions at a particular time and prevailing economic 

conditions (e.g., inflation, labor costs). By reaching into Basket 3 with a 

variety of sub-constraints, Staff is undermining the Commission’s intent in 

establishing that Basket in the first place which was to give Qwest the 

maximum flexibility in setting its prices. 

Q7. IN WHAT OTHER WAYS WOULD STAFF MODIFY QWEST’S 

PROPOSED TREATMENT OF BASKET 3? 

A7. Staff would retain the revenue cap on Basket 3 and require annual reports 

and annual adjustments in the quantities of services in Basket 3. As I 

stated in my Direct Testimony, elimination of a cap on Basket 3 is 

warranted by competitive pressures which have served during the term of 

the existing plan to keep the aggregate prices of services in Basket 3 in 

check. Shooshan Direct at 16. I would also re-emphasize a point I made 

in my Direct Testimony. Regulation should be designed to act as a 

substitute for competition. Where, as in Arizona today, competition is 

pervasive, regulation of Basket 3 is a waste of the Commission’s (and 

other parties’) resources. /bid. 

Q8. ON BEHALF OF RUCO, DR. JOHNSON PROPOSES THAT THE 

CURRENT RATIONALE FOR THE THREE BASKETS BE SCRAPPED 
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AND THAT BASKETS BE COMPLETELY REDESIGNED BASED ON 

WHAT HE CALLS “THE INTENSITY OF COMPETITION CURRENTLY 

BEING FACED BY QWEST.” JOHNSON AT 168. HOW DO YOU 

RESPOND? 

I disagree with Dr. Johnson’s recommended approach. In the first place, 

when I recommended the current basket structure as a consultant to the 

Staff, I stated that it represented a progressive approach in that it 

separates wholesale and retail services into separate baskets. Since 

prices for wholesale and retail services are set very differently, I continue 

to believe that it is appropriate to retain that structure. In addition, I 

believe Dr. Johnson’s approach, recommending such granular regulation 

of Qwest’s services, is contrary to the spirit of price-cap regulation. 

Finally, I believe that the current basket structure which separates basic 

retail service from other retail services adequately reflects competitive 

considerations. 

WILL YOU PLEASE ELABORATE ON THE PROBLEMS YOU SEE 

WITH DR. JOHNSON’S APPROACH? 

Yes. While Dr. Johnson’s premise-that services should be divided into 

baskets “primarily on the basis of the intensity of competitive pressures 

currently being faced by Qwest”-has a superficial appeal, the devil is in 
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the details. When Dr. Johnson discusses the steps needed to implement 

his approach, his real objective becomes clear-he wants to superimpose 

a complex and cumbersome process that will frustrate any reasonable 

efforts by Qwest to price its services in an economically efficient manner 

To Dr. Johnson’s credit, he reveals his bias when he discusses at length 

why he does not “believe” that there is any need for rate rebalancing and 

why he opposes any restructuring of basic local exchange rates and 

intrastate access charges. Johnson at 192-1 94. 

Before granting Qwest any additional pricing flexibility, Dr. Johnson 

proposes that the Commission should conduct a “broad examination of the 

status of competition in general.” The Commission should then examine 

market conditions for each type of service for every wire center. Finally, 

the Commission should perform a service-by-service analysis also on a 

geographically specific basis. 

Dr. Johnson certainly understates it when he acknowledges that his 

approach is “somewhat more complex” than the approach suggested by 

Qwest for evaluating services by competitive zones. In my opinion, Dr 

Johnson’s approach is offered to throw sand into the wheels of progress in 

Arizona. Indeed, his proposed approach could presumably lead to 

services that are deregulated today being re-regulated when they are 

passed through Dr. Johnson’s screen. 
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Qwest’s proposal to retain the existing price-cap plan basket structure and 

rationale while permitting greater degrees of pricing freedom is far 

preferable to the radical revisions suggested by Dr. Johnson. 

QlO. WOULD YOU SUMMARIZE YOUR CONCERN ABOUT A PRICE-CAP 

PLAN THAT DOES NOT AFFORD QWEST ADEQUATE FLEXIBILITY? 

A10. Yes. All parties concur that competition has intensified since the adoption 

of the existing price-cap plan. In a competitive environment, it is important 

that all providers have the flexibility to adjust their prices to take advantage 

of opportunities in the marketplace. If the Commission fails to provide 

Qwest with that flexibility in the way that it structures the price-cap baskets 

and sets the price caps, it will be simply bestowing what amounts to an 

“entitlement” on Qwest’s many competitors. This is especially true to the 

extent that the Commission imposes sub-constraints on any service or 

group of services. In the long run, too, handicapping Qwest will harm 

consumers. 

IV. STAFF’S AND RUCO’S RELIANCE ON CONCENTRATION RATIOS IS 

UNWISE SINCE SUCH RATIOS HAVE LIMITED VALUE IN 

DETERMINING THE EXTENT OF EFFECTIVE COMPETITION. 
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BOTH MR. FIMBRES AND MR. ROWELL RELY ON CONCENTRATION 

RATIOS (“HHI”) TO ASSESS THE COMPETITIVENESS OF LOCAL 

EXCHANGE MARKETS IN ARIZONA. DR. JOHNSON ALSO RELIES 

ON HHI CALCULATIONS TO “MEASURE” COMPETITION AT EACH 

OF QWEST’S WIRE CENTERS. DO YOU BELIEVE THIS IS THE 

CORRECT APPROACH? 

Concentration ratios can certainly be considered, but they have 

shortcomings that the Staff witnesses and Dr. Johnson fail to 

acknowledge. As a result, they give concentration ratios more weight than 

they deserve. 

WHAT ARE THE PITFALLS ASSOCIATED WITH USE OF HHI AS A 

MEASURE OF COMPETITIVE EFFECTIVENESS? 

First, it is important to consider the introduction of measurement bias that 

arises from utilization of number listings (as opposed to actual usage) in 

measuring a concentration index. By way of illustration, in the United 

Kingdom, where BT is the “incumbent” telephone company, BT still has 

about 80 percent of all lines, but only handles about 40 percent of calls.’ 

Using number listings or lines as the appropriate measure of actual and 

See Table 15 (“Summary call volumes by type”), Fixed Telecoms Market Information, Ofcom (May 1 

2004). 
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1 potential productive capacity-the truly economically relevant measure for 

2 gauging competition-clearly understates true competitive effectiveness. 

3 Relatedly, please note that even usage measures are likely biased 

4 downward to the extent that they, too, understate the actual ability of 

5 existing firms to expand output and new firms to enter and do likewise. 

6 They merely measure the share that firms have managed to achieve at a 

7 particular point in time, not what they are capable of doing in response to 

8 a price increase. This hypothetical capability to respond is, in fact, 

9 the way in which the U.S. Department of Justice actually gauges market 

10 power-not the HHI which is merely a summary statistic that is used as an 

11 initial screen in evaluating proposed mergers and consolidations. 

12 

13 Q13. WHAT IS A MORE APPROPRIATE ECONOMIC MEASURE OF 

14 COMPETITIVE EFFECTIVENESS? 

15 A13. The elasticity of supply is the best economic summary measure of 

16 competitive effectiveness2 A high elasticity of supply necessarily implies 

17 a high elasticity of demand and the absence of any genuine market 

18 power. That is, in such a market, many firms are poised to deploy new 

19 facilities or use existing facilities to satisfy growing demand as quickly as 

20 possible. In a market characterized by supply elasticity, many firms, 

2 See, for example, Paul Samuelson, Foundations of Economic Analysis (Harvard University Press, 1947). 
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rather than just the largest or most-established firm, have a reasonable 

opportunity to obtain new customers regardless of their current market 

share or the concentration level of the industry. Thus, a firm with a high 

market share in a highly-concentrated industry (i.e,, high HHI) would find it 

difficult to exercise any market power under the assumption of a high 

elasticity of relevant supply. 

With the effective removal of legal entry barriers to competition in local 

telecommunications, implementation of the market opening provisions of 

the 1996 Telecommunications Act, the ready availability of Qwest’s retail 

services and network elements for resale and repackaging, and the 

proliferation of other means of expanding call-handling capacities (e.g. 

cable systems, wireless providers and VolP), the elasticity of supply of 

telecommunications services has incontrovertibly become very high 

indeed, implying the absence of market power in the economically 

relevant sense. 

V. THERE IS NO NEED FOR AN “X” FACTOR IN THE PRICE-CAP PLAN 

AND IT IS INAPPROPRIATE TO CONSIDER NATIONWIDE DATA ON 

PRODUCTIVITY GROWTH IN SETTING THE PRICE CAPS IN 

ARIZONA. 

1 21 
I 
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Q14. DO YOU AGREE WITH DR. JOHNSON’S PROPOSAL THAT THERE BE 

AN X FACTOR AND THAT IT SHOULD BE SET ON THE BASIS OF 

NATIONWIDE DATA ON PRODUCTIVITY GROWTH? 

A14. No. As I stated in my Direct Testimony, I believe it is consistent with the 

evolution of price-cap regulation for Qwest to propose elimination of the X 

factor. Shooshan Direct at 8-9. A number of states-including Iowa, 

Colorado and Minnesota in Qwest’s region-no longer use X factors in 

their basic baskets. Id. at 9. Also, I note that the Staff supports removal 

of an X factor in this proceeding. Rowell at 12. 

Even if one were to retain an X factor, I also do not believe that it is 

appropriate to use nationwide productivity data to establish it. 

Q15. WHYNOT? 

A15. A fundamental requirement of a price-cap plan is to give the company the 

opportunity to recover its costs, including the cost of capital. Dr. Johnson 

acknowledges this point himself: “When rates are controlled in this manner 

(regardless of whether this is accomplished through traditional rate base 

regulation or through an alternative system), there will be an equitable and 

efficient balance between the interests of the utility and its investors on the 

one hand, and those of its customers on the other hand.” Johnson at 79- 

80. 
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Unfortunately, Dr. Johnson’s proposal does not necessarily satisfy this 

fundamental requirement. The rate of productivity growth varies 

geographically. Consequently, nationwide data cannot possibly establish 

that a plan with a particular X factor would allow Qwest to recover its 

costs, including the cost of capital, in Arizona. Additionally, the 

appropriate X factor depends on the sub-constraints in the price-cap plan. 

Nationwide data obviously provide no insights whatsoever in this regard. 

WHAT DETERMINANTS OF PRODUCTIVITY GROWTH DOES DR. 

JOHNSON DISCUSS? 

He discusses technological progress and scale economies. 

WHAT IS YOUR OPINION OF THE EFFECTS OF THESE 

DETERMINANTS AND DR. JOHNSON’S DISCUSSION THEREOF? 

Dr. Johnson is certainly correct that technological progress is a key 

determinant of productivity growth in telecommunications. 

century, it has led to improvements in service and reductions in real cost. 

For over a 

In contrast, scale economies are a much lesser source of productivity 

growth. Generally speaking, the populous urban areas of the United 

States long ago achieved efficient scale in telecommunications. While 

Arizona has experienced high increases in its population in recent years, it 
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is unlikely that further increasing Qwest’s output or customer base would 

provide a source of substantial productivity growth. Further, new residents 

and businesses in Arizona need not select Qwest as their local telephone 

service provider. In fact, as Mr. Teitzel testifies, the number of access 

lines that Qwest serves has decreased at the same time that Arizona’s 

population has grown. Teitzel Rebuttal at 5-6. Qwest can hardly be 

expected to obtain any economies or productivity growth from this 

population expansion in Arizona given these circumstances, Increasing 

scale economies are therefore not a source of substantial productivity 

growth, either. 

Q18. ARE THERE OTHER DETERMINANTS OF PRODUCTIVITY GROWTH 

THAT WERE NOT DISCUSSED BY DR. JOHNSON? 

A I  8. Yes, there certainly are. 

QI9. WHAT ARE THESE OTHER DETERMINANTS? 

A19. I believe that the two most important determinants are improved pricing 

efficiency and the growth of competition. 

Q20. PLEASE EXPLAIN WHAT YOU MEAN BY “IMPROVED PRICING 

EFFlC IE N CY. ” 
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A20. It is generally accepted-except by Dr. Johnson, I might add-that 

economic efficiency is increased by the combination of lowering prices of 

usage and vertical services toward long-run marginal costs (“LRMCs”) and 

raising the price of basic local service to allow the regulated firm to cover 

its costs, including the cost of capital. To be sure, regulatory commissions 

have concerns that go beyond economic efficiency. Nevertheless, there 

can be little doubt that economic efficiency is maximized by pricing in the 

way I just described. To the extent that commissions have chosen to 

pursue an alternative pricing policy, they are sacrificing economic 

efficiency in the hope of achieving other social goals. Improving the 

economic efficiency of pricing means moving from “socially engineered” 

prices toward this ideal of economically efficient pricing 

QZl .  PLEASE EXPLAIN HOW IMPROVING ECONOMIC EFFICIENCY OF 

PRICING AFFECTS PRODUCTIVITY GROWTH. 

A21. As demand for usage and vertical services is stimulated, the value of the 

additional output exceeds the value of the additional inputs used to 

produce it. The difference shows up as an increase in productivity. It 

decreases (and may entirely eliminate) the X factor to which the regulated 

firm can commit, while still covering its costs, including the cost of capital. 
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This effect on productivity growth has had far more than theoretical 

significance for the telecommunications industry. Beginning in the 1980s, 

the FCC substantially restructured access charges to improve economic 

efficiency. The outcome was enormous productivity growth for the 

industry. This productivity growth allowed AT&T to remain profitable- 

indeed, prosperous-although its market share was rapidly declining and 

retail prices were falling. At the same time, local exchange carriers 

substantially benefited from the stimulation of carrier access minutes. 

DO THE PRODUCTIVITY GAINS FROM IMPROVING PRICING 

EFFICIENCY VARY GEOGRAPHICALLY? 

Yes. To be sure, the gains from the FCC’s policies apply throughout the 

country. But the policies of state commissions have varied considerably. 

Thus, the productivity gains from improved efficiency of intrastate plus 

interstate pricing also vary considerably. 

HOW DOES THE STRUCTURE OF A PRICE-CAP PLAN AFFECT THE 

GAINS FROM IMPROVED PRICING EFFICIENCY? 

If a price-cap plan (like the current price-cap plan in the U.K.) has no sub- 

constraints, the firm can be expected to restructure prices so as to 

improve economic efficiency. I should point out that the firm’s ability to 
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improve economic efficiency may, however, be limited by sub-constraints 

in the price-cap plan. In particular, hard constraints on specific prices 

prevent any progress whatsoever with respect to those prices. There may 

or may not be good policy reasons for these sub-constraints. Regardless, 

the sub-constraints have the effect of reducing the productivity gains from 

improved pricing efficiency. 

Q24. HOW DO THESE CONSIDERATIONS RELATE TO ARIZONA? 

A24. The sub-constraints in the current Arizona price-cap plan severely limit 

Qwest’s ability to improve the economic efficiency of pricing and achieve 

the corresponding gains in productivity. In particular: 

A sizable portion of Qwest’s total revenues comes from 

services that are subject to hard constraints. 

The basket structure prevents precisely the type of rate 

restructuring that would be most likely to improve economic 

efficiency; namely, lowering rates in Basket 3 toward their 

LRMCs and using the headroom to increase prices in Basket 

1. Such pricing benefits consumers and is not anti- 

competitive, so long as prices in Basket 3 remain above their 

LRMCs. 

21 
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HOW DO THESE CONSIDERATIONS RELATE TO DR. JOHNSON’S 

PROPOSAL TO SET THE X FACTOR ON THE BASIS OF NATIONWIDE 

DATA? 

These considerations expose the flaw in Dr. Johnson’s logic. Qwest 

cannot reasonably be expected to achieve the same level of productivity 

gain in Arizona as could be achieved in a state where the price-cap plan 

has less severe sub-constraints or where the state has made more 

progress towards permitting economically efficient pricing by other means 

(i.e., by explicit rate rebalancing). 

HOW DOES THE GROWTH OF COMPETITION AFFECT THE PACE OF 

PRODUCTIVITY GROWTH? 

In unregulated markets, competition generally increases the pace of 

productivity growth. Competition sharpens incentives to improve 

efficiency. By improving efficiency, the firm can attract customers by 

offering them better services at lower prices without losing money in the 

process. Unregulated competition also affords strong incentives for firms 

to price efficiently 

Much the same applies under price-cap regulation with no sub-constraints. 

Under such regulation, the firm can price the same as unregulated firms in 

competitive markets. At the same time, the overall price-cap constraint 
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limits the prices of services in less competitive markets. As before, 

consumers benefit, and the pricing is not anti-competitive so long as 

prices remain above LRMCs. 

The effects of competition are, however, quite different if the price-cap 

plan has sub-constraints that limit price increases of services with 

relatively less elastic demand. In that case, the regulated firm has to price 

competitive services well above their LRMCs in order to cover total costs, 

including the cost of capital. Such pricing provides an umbrella under 

which inefficient competitive entrants can prosper. But regardless of 

whether the entrants are efficient, the productivity growth of the incumbent 

declines. Its production of competitive outputs declines without a 

commensurate reduction in the value of the inputs it uses. It may also 

suffer from under-utilized capacity and stranded investment. 

More generally, sub-constraints in a price-cap plan reduce the efficiency 

and productivity growth of the regulated firm. Competition magnifies these 

efficiency losses. As competition becomes more intense, sub-constraints 

are more and more likely to be counterproductive. In any event, their 

downward pressure on efficiency and productivity growth must be 

considered in developing an appropriate price-cap formula. It is wholly 

inappropriate to set the X factor on the basis of nationwide data, as 

proposed by Dr. Johnson, without consideration of these state-specific 

reductions in efficiency and productivity. 
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CONTRARY TO THE POSITION OF STAFF AND RUCO, WIRELESS 

SERVICE IS AN EFFECTIVE SUBSTITUTE FOR WIRELINE SERVICE. 

MR. FIMBRES CONCLUDES THAT WIRELESS SERVICE IS NOT AN 

EFFECTIVE SUBSTITUTE FOR SERVICES OFFERED BY QWEST. DO 

YOU AGREE? 

No. Although Qwest has elected not to rely on the presence of wireless 

service in its competitive zone criteria, I believe that wireless service is an 

effective substitute for Qwest’s basic local exchange service. I reach this 

conclusion by examining more closely the same evidence that Mr. 

Fimbres has offered as well as that offered by Mr. Teitzel in his Direct 

Testimony. See Teitzel Direct at 56-58. In short, I think Mr. Fimbres has 

gathered most of the right evidence, but then chooses to “look the other 

way” when considering it. 

WILL YOU PLEASE ELABORATE? 

Yes. In order for an alternative offering to be an effective substitute, it 

must be widely available. Mr. Fimbres’ own evidence suggests that 

wireless service is available from many providers. Fimbres at 32. 



6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of Harry M. Shooshan 111 
Page 21, December 20,2004 

An effective substitute must also perform the same primary function. In 

this case, both wireline and wireless service permit users to make and 

receive local and long-distance calls. This is not to say that the alternative 

offering has to function in precisely the same manner. If it did, it would be 

precisely the same product. 

The design of many wireless calling plans, coupled with the functionality of 

the service, makes them effective substitutes for basic local exchange 

service. These plans typically include various-sized “buckets” of minutes 

that can be used for “any distance calling” (i.e., local and long distance) 

coupled with unlimited minutes for certain time periods (e.g., nights and 

weekends). Wireless plans usually include numerous vertical features 

such as Caller ID and Call Waiting as part of the standard package. 

Additionally, a substitute has to be priced comparably. Nationally, I 

observe that the prices for wireless service have fallen rapidly in recent 

years, driven down by increased competition. Wireless phones are now 

offered “free” with many plans and many carriers no longer require long- 

term contracts. Others are offering pre-paid plans that are attractive for 

occasional users or those without an adequate credit history. The price 

differences one observes between wireline and wireless service offerings 

are, for the most part, superficial. When one makes a true “apples-to- 

apples” comparison, taking into account all of the vertical features, larger 
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local calling areas and, in some cases, long-distance calling allowances 

built into wireless plans, the price points are quite comparable. Also, in 

order to make an “apples-to-apples” comparison, one has to consider the 

additional value from features such as portability and immediate activation 

inherent in wireless service. 

Mr. Fimbres concedes as much but then curiously goes on to state that 

“Mor some users, however, the cost of wireless phones, as high as 

several hundred dollars, and monthly fees that can be $50 and above may 

present barriers.” Fimbres at 25. I would point out that a number of 

wireless providers are offering free phones and service packages that are 

far less than $50 and within the range of basic local exchange prices in 

Arizona. See Teitzel Direct at 56-58. Finally, there has to be evidence 

that consumers view the product in question as a substitute. Mr. Fimbres 

concedes this point too, noting the growth in the number of wireless 

phones relative to wireline phones, the changes in usage patterns and the 

fact that (nationally at least) some consumers are actually “cutting the 

cord” and using their wireless phones as their only phones. This is 

“complete” line substitution rather than merely the use of wireless by 

consumers to replace “second” phone lines, a trend which Mr. Fimbres 

also documents in Arizona. Fimbres at 33. 
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It is also important to consider the extent of what I call “usage 

substitution.” There is ample evidence that consumers are shifting more 

and more of their calls to wireless phones even when they retain a wireline 

connection in their residence or business. I have overseen survey 

research that documents this trend in several states. The fact that 

consumers are using their wireless phones to make and receive calls at 

home or at work is additional evidence that consumers view wireless 

service as a substitute for wireline ~ e r v i c e . ~  

What is important here-and most relevant to an analysis of market 

power-is whether consumers perceive that wireless is a substitute, not, 

as Mr. Fimbres suggests, the number that have actually chosen to 

disconnect or not connect wireline service. 

13 

14 Q29. DR. JOHNSON SUGGESTS THAT YOU AND MR. TEITZEL ARE 

15 WRONG AND THAT WIRELESS SERVICE IS NOT “A COMPETITIVE 

16 ALTERNATIVE” TO WIRELINE SERVICE BECAUSE THE TWO 

17 SERVICES DO NOT SHARE PRECISELY THE SAME ATTRIBUTES. 

18 JOHNSON AT 177-179. HOW DO YOU RESPOND? 

In these surveys, a significant percentage of consumers give out their wireless phone number as their 
primary phone number while others give out both their wireless and wireline numbers. 
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~ 1 A29. Not surprisingly, I strongly disagree with Dr. Johnson. To be considered 
I 2 substitutes, services or products do not have to be identical, functionally 

3 equivalent or even of equal quality. For example, cable television, satellite 

4 

5 

television and free-over-the-air television may differ in one or more of 

these respects and in the delivery technology, but can certainly be said to 

6 be in the same product market.4 As long as the services are alike in 

7 “substance” (that is, they permit the same primary function to be 

8 performed), they are comparable for determining if there is effective 

9 competition. In this case, it is clear that wireless and wireline service are 

10 enough alike in their primary function to be considered substitutes. 

11 It is also interesting to note that some of the differences in attributes cited 

12 

13 

by Dr. Johnson do not even relate to basic local exchange service, but to 

the customer premises equipment and inside wiring arrangements that 

14 customers elect on their own and that have long been deregulated (e.g., 

15 type of phone, the ability to have extensions of the same line, etc.). 

16 

17 Q30. WHAT IF A PARTICULAR CUSTOMER OR SET OF CUSTOMERS 

18 DOES NOT CONSIDER THE OFFERINGS OF WIRELESS PROVIDERS 

19 AS SUBSTITUTES FOR QWEST’S BASIC EXCHANGE SERVICES? 

I See Cable Holdings v. Home Video, he . ,  825 F.2d 1559, 1563 (11” Cir. 1987). 4 
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A30. For an analysis of market power, it is sufficient that many, if not all, 

customers perceive that substitutes exist. To determine which products or 

services are in the same market, it is not necessary for all customers to 

view the services as completely interchangeable. Rather, services are 

competitive substitutes if they “have the ability-actual or potential-to 

take significant amounts of business away from each ~ t h e r . ” ~  For a firm to 

exercise market power, it must be able to raise prices profitablye6 If a 

substantial number of customers are aware of alternatives and would 

substitute a CLEC offering or wireless service for Qwest’s basic exchange 

service should Qwest increase the price, Qwest cannot profitably raise its 

prices because it would risk losing those  customer^.^ As a result, the fact 

that many customers have substituted-or would substitute-away from 

Qwest’s basic exchange services protects those customers who may not 

view a CLEC’s or wireless provider’s offering as a “perfect substitute” 

based on their particular preferences. 

SmithKline Corp. v. Eli Lilly & Co., 5757 F.2d 1056, 1063 (3d Cir.), cert. denied, 439 U.S. 838 (1978). 

Michael L. Katz and Harvey S. Rosen, Microeconomics, Second Edition (Boston: Richard Irwin Inc., 
1994) at 417-420, where the price-making and profit-maximizing behavior of a firm with market power is 
discussed. 

These customers tend to be the most ‘‘valuable’’ precisely because they are more sophisticated and are 
higher volume users. 
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MCI’S CALL FOR “REAL DEREGULATION” GOES FAR BEYOND THE 

SCOPE OF THIS PROCEEDING AND, AS A RESULT, IS A “RED 

H ERRING . ” 

MCI HAS CALLED FOR “REAL DEREGULATION.” HOW DO YOU 

RESPOND? 

MCl’s call for “real deregulation” goes well beyond the scope of this 

proceeding. Qwest is not asking for complete deregulation at this time, but 

rather is seeking modifications to the existing price-cap plan. Thus, MCl’s 

call for “real deregulation” is nothing but a red herring.’ 

DO YOU DISAGREE WITH MR. PRICE’S STATEMENT THAT “ANY 

COMPANY CLAIMING TO ESPOUSE PRICING FLEXIBILITY OR 

DEREGULATION SHOULD AS PART OF THAT ASSUME THE RISK 

THAT GOES ALONG WITH BEING A COMPETITIVE OPERATION”? 

PRICE AT 44. 

No, as a general matter, I do not. However, in this case, the Commission 

is not being asked to deregulate Qwest. Quite to the contrary, even if 

A “red herring” is defined as something that draws attention away from the central issue. The idiom 
alludes to dragging a smoked herring across a trail to cover up the scent and throw off tracking dogs. See 
The American Heritage@ Dictionary of Idioms by Christine Ammer (Houghton Mifflin Company, 1997). 
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Qwest’s proposed plan is adopted as filed, the company would continue to 

be regulated in ways its competitors (including MCI) are not. 

HOW DO YOU RESPOND TO MR. PRICE’S ASSERTION THAT “THE 

NEW ENVIRONMENT REQUIRES THAT THE COMMISSION ACTIVELY 

DISMANTLE THE NUMEROUS ARTIFICIAL PROTECTIONS THAT 

QWEST CONTINUES TO ENJOY AS A RESULT OF ITS HISTORY AS 

A REGULATED ENTITY”? IBID. (EMPHASIS IN THE ORIGINAL). 

In the first place, it is unclear to me what the “numerous artificial 

protections” are to which Mr. Price is referring. Apart from his concern 

about the level of access charges, he does not enumerate those 

protections. And, to the contrary, I would argue that Qwest bears 

regulatory “burdens” that its competitors do not. For example, the 

Commission continues to treat Qwest as the carrier of last resort 

throughout its service territory. Also, as anyone reading the record in this 

proceeding-and especially RUCO’s filing-is aware, Qwest is subjected 

to a degree of regulatory scrutiny in the pricing and packaging of its 

services with which none of its competitors has to contend. In theory, I 

would not argue with Mr. Price’s call for total deregulation and an end to 

all subsidies, but this price-cap renewal proceeding is not the right time or 

place for such sweeping reforms. 
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WHAT IS YOUR VIEW ABOUT MR. PRICE’S RECOMMENDATION 

THATINTRASTATEACCESSCHARGESBEREDUCED? 

In principle, I agree. Indeed, as a consultant to the Staff at the time the 

existing price-cap plan was developed, I recommended phased reductions 

in intrastate access charges. However, unlike Mr. Price, I believe that 

those reductions should be offset by some compensating provision. Since 

the “subsidies” embedded in access charges that Mr. Price complains 

about were established under traditional regulation, it is only fair that they 

are eliminated and rates are set at economically efficient levels before 

there is total deregulation. 

In the existing plan, the reductions in access charges were offset by 

providing Qwest with additional “headroom” in Basket 3. As Mr. Price 

notes, Mr. Mclntyre on behalf of Qwest mentions one possible offset-an 

intrastate subscriber line charge. Qwest is not seeking such a charge at 

this time and suggests instead that the Commission hold off further 

changes until the FCC completes its revamping of inter-carrier 

compensation genera l l~ .~ This is not an unreasonable position given so 

much is at stake. 

9 The FCC is expected to issue a Notice of Proposed Rulemaking shortly that will embody a range of far- 
reaching reforms. 
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VIII. SUMMARY AND CONCLUSION. 

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY. 

The Commission should approve the renewed price-cap plan as 

proposed by Qwest in this proceeding. The Commission should 

discontinue the cap on revenues of Basket 3 services so that Qwest 

competitive services may be treated in the same manner as its 

competitors’ services. The creation of additional sub-constraints in the 

baskets undermines the incentives for achieving greater economic 

efficiency, which an appropriate price-regulation plan can provide. The 

renewed plan need not include a productivity-inflation adjustment 

mechanism. The sources of productivity gains that Dr. Johnson cites are 

unlikely to be realized in Arizona. Further, although Qwest does not rely 

on wireless competitors to make its case, wireless service is an effective 

substitute for Qwest’s wireline services, contrary to Mr. Fimbres’ assertion. 

Finally, the Commission need not consider the implications of deregulating 

Qwest in this proceeding, as Mr. Price challenges the Commission to do. 

Such steps are not contemplated and can be considered in a subsequent 

proceeding (if at all). 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 
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EXECUTIVE SUMMARY 

My rebuttal testimony focuses on issues raised in this docket in the testimonies of Staff, 

RUCO, Department of Defense ("D0Dl1), Time Warner and Cox Communications. A 

primary overarching theme in the testimonies of witnesses for each of these parties is that 

there is limited competition in the local exchange telecommunication markets in Arizona, 

but that competition is not yet sufficient to justify additional regulatory flexibility for Qwest, 

such as is represented by Qwest's Competitive Zones proposal for the greater Phoenix and 

Tucson markets. Staff further suggests to the Commission that the Competitive Zones 

concept has merit and regulatory relief may be warranted in certain limited circumstances, 

but that the volume of evidence submitted thus far in this docket is insufficient to support 

such a finding. Qwest disagrees on both counts. As shown in my direct testimony, Arizona 

is one of Qwest's most robustly competitive states (the Phoenix and Tucson markets are 

particularly competitive) and competition continues to grow in the state. In addition to 

traditional CLEC-based Competition, intermodal competition in the form of wireless and 

Voice over Internet Protocol ("VolP") service is creating increasing pressures on Qwest's 

retail access line base. While the Arizona population, CLEC access lines, wireless 

subscribers and VolP services are all enjoying strong growth trends, Qwest's retail access 

line base has declined by nearly 600,000 lines from December 2000 to December 2003 

(with the preponderance of the reduction occurring in the highly competitive Phoenix and 

Tucson markets). In other words, Qwest is experiencing a declining share of a growing 

i i 
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overall market in Arizona. I have provided a significant level of detail regarding the scope 

of telecommunications competition in Arizona that is certainly sufficient to support a finding 

that the Phoenix and Tucson markets are now competitive to a degree that warrants 

approval of Qwest's Competitive Zones proposal in those markets. The competitive 

paradigm in Arizona is rapidly changing, and regulatory guidelines must be updated to 

afford Qwest an opportunity to fairly compete. 

Both Staff and RUCO contend that Qwest's proposal to utilize Arizona Universal Service 

(IIAUSFII) funding as an explicit subsidy to support, on a competitively neutral basis, the 

cost of providing local service in high cost areas in Arizona is not warranted. In particular, 

both parties claim that existing revenue flows, in the net, are sufficient to allow Qwest to 

recover the high cost of providing local exchange services in Cost Zones 2 and 3 in the 

state. However, their position is based on an underpinning of continued implicit subsidies, 

which is neither sustainable nor appropriate in the competitive Arizona telecommunications 

market. Traditional implicit subsidy flows, which were established in the "monopoly" era of 

telecommunications in Arizona, were provided from Qwest services such as long distance, 

optional calling features and business services. Subsidy flows from each of these services 

are being rapidly eroded as intramodal and intermodal competition capture an ever- 

increasing share of the market. Additionally, as I discuss in my rebuttal testimony, there is 

currently scant competition in the high cost areas of the state, since competitors generally 

prefer to focus on densely populated areas where operating margins can be optimized. 

With Qwest's AUSF proposal, however, explicit subsidies are made available equally to 

11 
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Qwest and its competitors to improve the economic attractiveness of serving high cost 

areas. Qwest's proposal is in harmony with the Commission's duty to remove implicit 

subsidies and improve the prospects for growth in competitive telecommunications 

alternatives in all areas of the state. The Commission should reject parties' appeal for a 

continuation of the antiquated and competitively inappropriate system of implicit subsidies. 

Finally, with the exception of Qwest's Competitive Zones proposal, AUSF plan (which 

includes elimination of the existing Zone Increment pricing structure) and Qwest's proposed 

elimination of the current free Directory Assistance call allowance,' parties generally do not 

dispute the retail pricing proposals outlined in my direct testimony. These retail pricing 

proposals include elimination and consolidation of certain service packages and 

deregulation of Qwest's Voice Messaging and Billing and Collection services, and Qwest 

requests these proposals be approved as filed. With regard to the Directory Assistance 

free call allowance, Qwest's proposal is in alignment with a focus on elimination of implicit 

subsidies in this docket and represents one source of incremental revenue toward Qwest's 

revenue requirement. As discussed in my direct and rebuttal testimonies, Directory 

Assistance is a competitive service and was previously ordered by the Commission to be 

placed in Basket 3. Consumers now have a range of options in obtaining directory 

information, including internet DA services, wireless DA services, dial-around DA providers 

(such as MCI and AT&T) and printed directories. Qwest's proposal will properly position its 

Directory Assistance service in the competitive marketplace by removing the existing 

... 
111 
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implicit subsidy and will align the structure of the service with competing services such as 

that offered by AT&T, which does not currently provide a free DA call allowance. 

Each of Qwest's retail service proposals, including its Competitive Zones, AUSF, 

deregulation and retail price adjustment proposals are reasonable and are in appropriate 

alignment with the realities of the competitive telecommunications market in Arizona. I 

respectfully request the retail service proposals outlined in my direct testimony be approved 

as filed. 

' RUCO does not oppose Qwest's proposal to eliminate the existing Directory Assistance free call allowance. 

I iv 
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1. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS. 

My name is David L. Teitzel. I am employed by Qwest Corporation ("Qwest") as 

Staff Director-Public Policy. My business address is 1600 7'h Avenue, Room 3214, 

Seattle, WA, 98191. 

DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes. I filed direct testimony in this docket on May 20, 2004 regarding the 

competitive landscape in Arizona telecommunications markets, Qwest's proposal to 

establish competitive zones in the Phoenix and Tucson markets, Qwest's proposal to 

utilize the Arizona Universal Service Fund (IIAUSFII) on a competitively-neutral basis 

to defray the cost of providing local exchange telephone service to customers in 

rural areas of Arizona and Qwest's proposals for various pricing changes in its range 

of retail services in the state. 

II. STRUCTURE OF REBUTTAL TESTIMONY 

HOW IS YOUR REBUTTAL TESTIMONY STRUCTURED? 
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My rebuttal testimony is generally organized around issues raised by intervening 

parties, then by witness representing the parties regarding proposals outlined in my 

direct testimony. For example, various witnesses presented direct testimony on 

behalf of Staff, and my rebuttal in the section devoted to Staff will focus on issues 

raised by Staff witnesses Fimbres, Rowell and Regan. I will also address issues 

raised by Dr. Ben Johnson on behalf of RUCO, Richard Lee on behalf of DOD, Tim 

Gates on behalf of Time Warner and Wayne Lafferty on behalf of Cox 

Communications. 

111. STAFF 

WOULD YOU BRIEFLY SUMMARIZE THE MAJOR CONTENTIONS RAISED BY 

STAFF REGARDING THE ISSUES YOU PRESENTED IN YOUR DIRECT 

TESTIMONY? 

Yes. The following list reflects the general themes raised collectively by Staffs 

witnesses in regard to elements of my direct testimony: 

1. While telecommunications competition is present in Arizona, it is not yet 

sufficient to warrant the pricing flexibility proposed by Qwest. 

2. lntermodal telecommunications competition, such as that represented by 

wireless services and Voice over Internet Protocol (VolP) services, does 

not represent significant competition to Qwest local exchange services. 
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3. Only facilities-based competition should be considered "real" competition 

in determining whether and where Qwest should be granted pricing 

flexibility. 

4. Qwest's competitive zones proposal should be set aside for further 

investigation in a separate docket and not ruled upon in this proceeding. 

Whether or not the competitive zones proposal is addressed in this 

proceeding, competitive zones should be defined geographically by zip 

codes, not Qwest wire centers. 

5. Qwest is earning a sufficient margin to fund the provision of local 

exchange service to customers in high-cost areas, and Qwest's proposal 

to utilize AUSF funding to serve such customers should be denied. In 

conjunction with this recommendation, Qwest's current Zone Increment 

structure should be retained. 

6. Qwest's proposal to deregulate Voice Messaging and Billing and 

Collections services should be approved, but its proposal to discontinue 

the monthly free call allowance for Qwest Directory Assistance should be 

denied. 

7. Qwest's proposal to eliminate certain retail service packages should be 

approved. 
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In my rebuttal testimony that follows, I address these general contentions as well as 

specific witness statements regarding each such contention that requires further 

discussion. 

a. Competitive Issues 

STAFF, PRIMARILY THROUGH THE TESTIMONY OF MR. FIMBRES, EXAMINES 

THE CURRENT LEVEL OF COMPETITION IN QWEST'S SERVICE TERRITORY 

AND CONCLUDES THAT COMPETITION IS ACTUALLY FAIRLY TEPID IN 

ARIZONA. WOULD YOU COMMENT? 

Yes. Mr. Fimbres apparently studied telecommunications competition in a different 

Arizona than the one addressed in my direct testimony. Remarkably, in the second 

paragraph of his executive summary, he states: 

"Some of Qwest's ILEC service areas have several forms of competition 
(resale, UNE-L, UNE-P and facilities bypass) but the competitive gains in the 
nearly 9 year window since the 96 Telecom Act was passed highlight slow 
progress with little to support that acceleration is imminent." 

Mr. Fimbres' conclusion that competitive growth in Arizona has been slow is entirely 

unsupported by the facts in this docket. In fact, Arizona is one of the most robustly 

21 competitive states in Qwest's 14 state service territory. 

22 
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HAVE YOU PROVIDED CLEAR EVIDENCE OF THE IMPACTS OF COMPETITION 

ON QWEST'S CUSTOMER BASE IN ARIZONA? 

Yes. In my direct testimony filed on May 20, 2004 in this docket, beginning at P. 3 

and ending at P. 62, I provided extensive information regarding the effects of 

traditional CLEC competition on Qwest's customer base in Arizona and also 

discussed the rapidly escalating impact of intermodal (e.g., wireless and Voice over 

Internet Protocol) services in the market. 

WHAT PARTICULAR EVIDENCE DO YOU BELIEVE IS VITAL FOR THE 

COMMISSION TO HAVE IN MIND AS IT CONSIDERS QWEST'S PROPOSALS IN 

THIS DOCKET? 

Arizona continues to enjoy one of the strongest population growth rates in the 

country. At P. 3 of my direct testimony, I highlighted the fact that Arizona had the 

second highest population growth rate in the U S .  in 2003. As another point of 

reference, the U.S. Census Bureau reports that Arizona's population is expected to 

increase by 432,000 from 4,798,000 in July 2000 to 5,230,000 in July 2005L2 

Consistent with this population growth trend, the volume of certain communications 

services has increased sharply. For example, the number of high speed internet 

subscribers in Arizona increased by 382,965 from 153,500 in December 2000 to 
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536,465 in December 2003.3 It must be noted that each of these subscribers is a 

potential customer for VolP services offered by an ever-expanding array of providers 

in Arizona. Similarly, the number of wireless subscribers in Arizona grew from 

1,855,115 in December 2000 to 2,843,061 in December of 2003.4 Regarding the 

growth in the wireline CLEC customer base in Arizona, it is noteworthy that the 

number of White Pages directory listings associated with CLEC end user access 

lines increased by over 450%, from ***confidential*** in December 2000 to 

***confidential*** in September 2004.5 Clearly, CLEC competition has grown 

dramatically in the state in a relatively short period of time, contrary to Mr. Fimbres' 

conclusion. 

HAVE YOU PROVIDED EVIDENCE REGARDING TRENDS IN QWEST'S RETAIL 

ACCESS LINE BASE IN ARIZONA THAT CONTRASTS TO THE TRENDS 

DISCUSSED ABOVE? 

Yes. At P. 5 of my direct testimony, I reported that Qwest's retail access line base in 

Arizona has declined from 2,950,483 in December 2000 to 2,373,577 in December 

2003, a reduction of over 576,000 Qwest access lines. I note that Qwest access line 

base in Arizona in October 2004 declined further to ***confidential***. Qwest 

continues to experience strong competitive pressures in Arizona. This fact, coupled 

FCC Report on High Speed Access for Internet Services, Table 8, June 8,2004. 
FCC Local Telephone Competition Report, Table 13, released June 2004. 
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with the strong growth in the Arizona population and rapid market growth of 

competitive alternatives represented by CLEC, wireless and VolP services clearly 

shows that Qwest is experiencing a declining share of a growing market. 

Q. WHAT EFFECT HAS COMPETITION HAD ON QWEST'S SHARE OF THE 

ARIZONA COMMUNICATIONS MARKET? 

A. As is noted by Mr. Fimbres, development of a granular view of market share of the 

communications market in Arizona is not a straightforward task, since much of the 

required data is proprietary to carriers who may be lightly regulated or deregulated 

and are reluctant to divulge information regarding the number of customers they 

serve. However, a research entity entitled TNS Telecoms conducts regular, 

standardized studies on a quarterly basis in each of the 50 states to assess the 

approximate shares of each competitor in the residential communications market. In 

its study, TNS collects actual bills from a statistically-reliable sample of customers in 

each state6 and tabulates, in Arizona for example, the number of residential 

customers subscribing to Qwest service (wireline, DSL or wireless), AT&T, Cox, 

MCI, Verizon Wireless, T-Mobile, etc. and uses that data to calculate "shares of 

customer connections" (excluding video connections) for each service provider. In 

second Quarter 2000, TNS reported Qwest's share of residential communications 

Source: Qwest white pages listings database. It should be noted that, since customers often elect not to have all access 
lines listed in the white pages, the white pages listing counts understate the actual number of CLEC access lines in 
service. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

, 

16 

17 

Q. 

A. 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of David L. Teitzel 
Page 8, December 20,2004 

connections as 70% in Arizona. In second Quarter 2004, Qwest's share of 

residential communications connections declined to 37%.7 This independent view of 

the competitive communications market in Arizona considers all forms of 

telecommunications services now available to Arizonans and reflects the rapidly 

increasing impacts of intramodal and intermodal competition on Qwest's share of the 

overall market in the state. 

ARE THERE SPECIFIC CONTENTIONS IN MR. FIMBRES' TESTIMONY TO 

WHICH YOU WISH TO RESPOND? 

Yes. At P. 3, Mr. Fimbres touts white pages directory listings as "highly accurate" for 

purposes of assessing the scope of local exchange competition. His testimony on 

this point is misleading. I agree that white pages listings data is accurate for its 

intended purpose, which is listings information for publication in a directory and used 

by directory assistance providers. However, customers often elect not to list all 

lines, and it is not accurate to suggest that white pages listings are equivalent to 

access lines. White pages listings do provide helpful information regarding 

competitive growth rates by comparing the increase in CLEC end user directory 

In Qwest's 14 state territory, the TNS sample is drawn strictly from exchanges within Qwest's service area footprint and 
does not include data from Independent service territory. 

TNS Telecoms ReQuest Consumer Survey, 11/2004. As stated at P. 7 of my rebuttal testimony above, the TNS 
"connections share" values are a quantification of all types of telecommunications connections within Qwest service 
territory in Arizona, including Qwest local service, CLEC local service and intermodal services (such as cable broadband, 
wireless and VolP), based on actual customer bills. 
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listings over time, but the raw number of CLEC listings should not be interpreted as 

being equivalent to the number of access lines. 

Similarly, Mr. Fimbres contends at P. 3, that the Local Exchange Routing Guide 

(LERG) contains "highly accurate" data. Again, for its intended purpose, which is to 

provide network switching and routing information to enable carriers to accurately 

program their switches to facilitate proper routing of end user calls between carriers, 

the LERG data is accurate. It is not generally useful, however, for determining 

whether a particular CLEC is serving a given wire center or similar geographic area, 

since the lowest geographical serving unit identified in the LERG is a rate center, 

which can encompass multiple wire centers. It is possible, for instance, that a CLEC 

may have a local switch located in a rate center consisting of wire centers A, B and 

C, but is only providing local service in wire center A. 

DO YOU HAVE OTHER CONCERNS WITH THE ACCURACY OF MR. FIMBRES' 

TESTIMONY? 

Yes. At P. 4, Mr. Fimbres contends that neither wireless services nor VolP can be 

considered realistic substitutes for Qwest's local exchange services and suggests 

that these services should not be considered as substitutes until they are "accepted 

on a widespread basis" as alternatives to traditional wireline service. By his 
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generalization, Mr. Fimbres apparently seeks to dismiss these services as 

competitive factors in Arizona. 

In my direct testimony, at pages 56 through 68, I provided substantial evidence that 

both forms of these intermodal services are now widely available to Arizona 

customers and I won't repeat that evidence here. However, several publicly- 

available pieces of information are enlightening. First, in its 7th Annual CMRS 

Competition Report (FCC 02-179), the FCC stated that approximately 3% - 5% of 

wireless subscribers had "cut the cord" (disconnected traditional landline service in 

favor of wireless service). In its recent 9th Annual CMRS Competition Report (FCC 

04-216), the FCC reported that the number of wireless subscribers who had "cut the 

cord" had increased to 5% - 6%. Other independent research suggests the rate of 

wireless substitution is even higher. In January 2004, Advanis released a study 

showing 11.5% of wireless users are willing to substitute wireless service for 

traditional landline service.' Another study by the Yankee Group found that "nearly 

64% of U S .  households have both a wireless phone and a landline phone" and 

"40% of U S .  households with both wireless and landline phones expect their 

wireless phones to completely replace their landline  phone^."^ Additionally, in 

Qwest's Arizona Service Quality Plan tariff" as approved by the ACC, the tariff 

Mobile Metrics: Wireline to Wireless Displacement Study (Advanis: January, 2004). 
The Success of WirelineM'ireless Strategies Hinges on Delivering Consumer Value (Yankee Group, October 2004). 
lo Qwest Corporation Service Quality Plan Tariff, Section 2.4.3(8)(2), P. 18, effective 8/29/01. 
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provides an option of a cellular service alternative to customers for whom Qwest is 

unable to furnish local exchange service within 30 days of customer's application 

date for service. In this instance, the ACC has recognized that wireless service can 

be used, at least temporarily, as an alternative to Qwest wireline service when 

standard local exchange service is not available. By any measure, wireless 

substitution is a present and increasing competitive factor in Arizona and must be 

considered in a balanced assessment of telecommunications competition in the 

market. 

In regard to Voice over Internet Protocol (VolP) service in Arizona, this market is 

highly dynamic and the number of VolP providers is expanding rapidly. In my direct 

testimony at P. 63, I identified four VolP providers in Arizona: Five Star, Vonage, 

Packet 8 and AT&T. Since the time of filing of my direct testimony in May 2004, at 

least two additional VolP providers have begun offering service in Arizona, Verizon" 

and Lingo" (a subsidiary of Primus). As Mr. Fimbres states at P. 6 of his direct 

testimony, "VoIP is able to utilize any broadband network based on wireline or 

wireless technology." As stated earlier in my rebuttal testimony, the number of 

customers in Arizona with broadband internet connections was over 536,000, and 

this rapidly growing figure excludes customers using wireless "hot spot" broadband 

http:llwww.verizon.com/voicewing ' h ttp ://www. linqo. com 

http:llwww.verizon.com/voicewing
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1 connections. All of these customers are now potential candidates for VolP service. 

2 The Wall Street Journal estimates that 800,000 customers in the US.  will be using 

3 VolP services by the end of 2004, and that number is expected to grow to 17 million 

4 by 2008,13 an exponential rate of growth. The FCC has recently ruled that VolP 

5 service is an interstate information service and is essentially deregulated at the state 

6 level. This light regulatory treatment will help ensure the VolP growth forecasts are 

7 realized. Clearly, VolP is now a significant competitive factor in the 

8 telecommunications market and is driving a paradigm change. It cannot simply be 

9 rationalized away by Staff. In fact, in response to Qwest data request Set 7, No. 2, 

10 Mr. Fimbres stated: 

11 
12 
13 
14 
15 

"I believe VolP telephone service is now available from at least three separate 
providers to Arizona customers with a broadband internet connection but I 
cannot be sure of the terms, conditions or geographic coverage of such 
services." 

16 In other words, even Mr. Fimbres recognizes that every customer with a broadband 

17 internet connection is a potential VolP subscriber. This pool of Arizona customers is 

18 very significant and is increasing in size very rapidly. 

19 

20 Q. ARE YOU AWARE OF OTHER RESEARCH FINDINGS THAT ARE CONTRARY 

21 TO MR. FIMBRES' ASSERTION THAT WIRELESS SERVICES ARE NOT 

22 ACTUAL SUBSTITUTES FOR WIRELINE LOCAL EXCHANGE SERVICES? 

l3 Telecom Turnaround, Wall Street Journal, P. 16, November I O ,  2004. 
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A. Yes. A recent study by Dr. Stephen Pociask, president of TeleNomic Research, 

Inc., examined the issue of substitution of wireless services for traditional wireline 

local exchange service.14 In his study, Dr. Pociask defines product substitution as 

follows: 

"Two goods are considered to be substitutes when consuming one 
good leads to less consumption of the other good. Substitute goods 
can have different prices and levels of quality, differences consumer 
preferences can sort out. While substitutes need not be identical 
products, they do need to serve overlapping markets, provide similar 
consumer benefits, and sometimes be sold in a similar unit of 
measure.It l5 

Dr. Pociask captures the essence of this issue: wireless service need only provide a 

similar function as standard wireline service to be considered a substitute, and 

individual consumer preferences with regard to price and quality will dictate the 

actual level of substitution of one for the other. As the FCC and independent 

researchers have found, a significant number of customers have already compared 

these service alternatives and have elected to discontinue wireline service in favor of 

wireless service. 

Further, Dr. Pociask concludes: 

"Wireless services are functionally equivalent to wireline services. 
Besides providing local and long distance calling, wireless phones offer 

l4 Wireless Substitution and Competition: Different Technology but Similar Service - Redefining the Role of 
Telecommunications Regulation, December 15, 2004. This study is publicly available at: 
httw/lwww.cei .or~l~encon1025,04329.cfm 

l5 Id., P. 3. 
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many of the same features, including voice mail, caller ID, speed 
dialing and return call. In addition, like wireline telephone, wireless 
service offerings include measured service and flat rate service plans, 
as well as access to the Internet. Wireless telephone services are, 
therefore, functionally comparable to wireline telephone services. In 
fact, with the ability of wireless telephones to send pictures and text 
messaging, as well as programming and broadband services, wireless 
telephones may provide more capabilities than plain old telephone 
services.'116 

Dr. Pociask also concludes that "wireless and wireline prices are converging. If $10 11 

per month were added to wireline prices to compensate for the many free features 12 

13 available with wireless service (such as Caller ID, and speed calling), it is possible 

for wireless services to be cheaper than wireline  service^."'^ This continuing price 14 

convergence, as well as the convergence in functionality described above, is clearly 15 

a driver of the increasing rate of substitution of wireless service for wireline service 16 

17 by consumers. 

18 

Finally, and especially relevant to the Commission's consideration in this docket of 19 

the efficacy of intermodal services as competition for Qwest services, Dr. Pociask 20 

developed empirical models to test the cross elasticity between wireless and wireline 21 

services driven by price changes. His analysis concluded that "the models estimate I 22 

that a one percent increase in wireline prices would result in a nearly 2 percent 23 

increase in wireless demand. In other words, if wireline carriers were to increase 24 

l6 Id., P. 5. 
l7 Id., P. 6. 
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their prices, wireless service providers would gain a substantial number of 

subscribers."18 This finding illustrates that, at least for a significant number of 

subscribers, wireless service is an actual substitute for traditional wireline service. 

HAS ANY PRECEDENT BEEN ESTABLISHED AT THE FEDERAL LEVEL IN 

REGARD TO HOW INTERMODAL COMMUNICATIONS COMPETITION SHOULD 

BE VIEWED IN THE CONTEXT OF APPLICTIONS FOR REGULATORY RELIEF? 

Yes. Such a precedent has been set with respect to regulation of the cable 

television industry. Under Section 623(a)(2) of the Communications Act of 1934, as 

amended 47 U.S.C. §543(a)(2), an incumbent cable television operator may be 

relieved of rate regulation if the FCC finds that the cable system is subject to 

"effective competition" in the local franchise area in question. Satellite video 

systems, which represent "intermodal" competition to cable television systems, are 

factors considered in an assessment of effective competition. 

IS THE FEDERAL CRITERIA STRINGENT FOR A CABLE TELEVISION 

OPERATOR TO DEMONSTRATE THAT SATELLITE VIDEO COMPETITION 

REPRESENTS "EFFECTIVE COMPETITION?" 

No. In fact, under the requirements of 47 U.S.C. 5 543(1), the cable television 

provider need only demonstrate that at least two unaffiliated multichannel video 

I 
Id., P. 15. 

I 

1 
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programming distributors ("MVPDs"), offering at least 12 channels, are capable of 

serving at least 50 percent of the households in the cable provider's franchise area" 

and are actually serving at least 15 percent of the households in that area. If these 

minimal criteria are met, the incumbent cable television provider's services are 

removed from federal, state and local rate regulation. 

There are several key parallels between the FCC's guidelines and the issues before 

the ACC in this docket: 

* lntermodal service alternatives need only be providing a similar, not 
identical, function to cable television service to be considered an 
actual and viable form of competition. 

* The intermodal service alternative need not precisely overlay the 
incumbent cable television operator's entire franchise area before the 
cable television operator is granted regulatory relief. 

* The market share captured by the intermodal competitors can 
collectively be as low as 15 percent within the cable television 
operator's franchise area to trigger relief from rate regulation for the 
cable operator. 

In contrast, in this docket, parties suggest that intermodal competition should not be 

considered actual competition for Qwest's services since it isn't precisely the same 

as Qwest service and that Qwest should not receive additional pricing flexibility until 

it loses 50 percent or more of its local exchange market. These suggestions simply 

Since the coverage areasof major satellite television providers, such as DirectTV and Echostar, is virtually the entire 
United States, this criteria is easily met. 
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do not square with the precedent established by federal regulations for the cable 

television industry. 

AT PAGE 9, MR. FIMBRES SUGGESTS THAT UPCOMING FCC DECISIONS 

REGARDING THE TRIENNIAL REVIEW ORDER MAY UNDERMINE 

COMPETITION THAT RELIES ON THE AVAILABILITY OF UNE-P. WOULD YOU 

COMMENT? 

Yes. At P. 8, Mr. Fimbres discussed his finding from the LERG that "21 CLECs have 

45 digital switches, those typically used by wireline providers for end-offices, with 

279 NPA-NXXs statewide." In other words, CLECs have deployed many digital 

switches to provide local exchange services in Arizona. Essentially, this is the 

primary reason the FCC found that the BOCs should no longer be required to 

provide local switching (and the UNE-P wholesale service that includes local 

switching) as an unbundled network element at TELRIC-based prices. However, 

Qwest has made available a replacement product, entitled "Qwest Platform Plus" 

("QPP") for CLECs that wish to continue to utilize elements of Qwest's network as a 

finished wholesale package. This service is commercially available at prices slightly 

higher than the UNE-P rates, and major CLECs, including carriers such as MCI and 

Z-Tel, have already signed contracts with Qwest for this service. Contrary to Mr. 

Fimbres' implication, the FCC decision regarding UNE-P does not sound the death 

knell for competitors choosing to utilize Qwest's network. 
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IF MCI HAS SIGNED A CONTRACT TO OBTAIN THE QPP PRODUCT FROM 

QWEST, WHY DOES MR. FIMBRES STATE AT PAGE 9 THAT MCI AND AT&T 

HAVE ABANDONED THE MASS MARKET? 

Mr. Fimbres' reasoning is unclear and he is incorrect. In fact, both AT&T and MCI 

are continuing to serve their existing mass market customer bases and simply 

announced that they were temporarily halting marketing efforts to attract new 

residential and small business wireline customers. With respect to MCI, they now 

have at least two tools2' to support service to mass market customers: the QPP 

platform they have now endorsed as well as the VolP service they have deployed. 

AT&T has launched its Callvantage VolP product and is actively marketing it to 

mass market customers. Far from "abandoning" the mass market, these carriers are 

simply in the process of revising their strategies and tactics for serving that market. 

AT P. 12, MR. FIMBRES IDENTIFIES COX AS THE SOLE COMPETITOR THAT 

PROVIDES SERVICE TO RESIDENTIAL CUSTOMERS IN A WAY THAT 

ALLOWS FOR SERVICE DIFFERENTIATION AND SUGGESTS THAT 

COMPETITION BASED ON FULL FACILITIES BYPASS SHOULD BE THE ONLY 

FORM OF COMPETITION CONSIDERED IN THIS DOCKET? WOULD YOU 

COMMENT? 

~ 
2o In addition to other available options, such as resale or use of MCI-owned circuit switches andlor loop facilities. 
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I A. Yes. Mr. Fimbres' full quote is as follows: 

"Only Cox appears to be committed to wide-spread, residential, facilities- 
based competition, the only form of local exchange service provisioning that 
allows for full local exchange service differentiation." 

This quote simply conveys Mr. Fimbres' opinion, and it is not based upon facts. 

Earlier in his testimony, he discussed the large number of CLECs in Arizona with 7 

CLEC-owned local switches. Any of these CLECs may use their switches in concert 8 

with UNE loops purchased from Qwest to deliver local exchange service that is fully 9 

10 differentiated from Qwest's retail services. Even CLECs utilizing UNE-P or QPP as 

a platform for delivering service to their end users can differentiate their services 11 

from Qwest's. For example, Z-Tel integrates an enhanced voice messaging service, 12 

supported by Z-Tel owned hardware, into its residential service currently provided 13 

14 via UNE-P. Other CLECs utilizing UNE-P can develop service packages with an 

entirely different set of features than those offered in Qwest's retail packages, since 15 

over 100 feature options are available to the CLECs in the UNE-P and QPP service 16 

platforms,*' and can also integrate their own long distance products into their 17 

18 packages. In terms of intermodal competition, both wireless and VolP providers 

offer services that are fully differentiated from Qwest local exchange services. Mr. I 9  

Fimbres' attempt to narrow the focus of this docket to an assessment of wireline 20 

CLECs utilizing CLEC-owned loops to compete with Qwest ignores market realities 21 

22 and should be rejected. 
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AT P. 16, MR. FIMBRES INTRODUCES THE NOTION OF UTILIZING THE 

HERFINDAHL-HIRSCHMAN INDEX ("HHI") AS A MEANS OF ASSESSING 

MARKET CONCENTRATION IN ARIZONA. IS THIS ANALYSIS USEFUL? 

No. This mechanism is one that is used on occasion to examine markets, but it is 

not useful in this docket.22 As discussed in my direct and rebuttal testimony, 

Qwest's local exchange markets, especially those in the Phoenix and Tucson areas, 

are competitive. In regard to Mr. Fimbres' discussion of HHI, he makes two 

interesting points at pages 16 and 17: markets with an HHI of 1,800 and over are 

considered to be "highly concentrated" and that, for Qwest's HHI to drop below 

1,800, its market share "would have to drop below 43 percent." Mr. Fimbres goes 

on to state that, by his calculations, Qwest's current market share is above 70%. In 

other words, his position is that Qwest should be required to lose at least an 

additional 27% of its market before the Commission should grant Qwest's request for 

pricing flexibility. This is nonsense, completely ignores the effects of intermodal 

competition and demonstrates why the HHI model is not relevant to this docket. In 

fact, as discussed in the rebuttal testimony of Qwest witness Phillip Grate, since 

Qwest's cost structure is characterized by high fixed costs, driven in large part by its 

investment in its network and switching facilities, it is unlikely that Qwest's financial 

~~ 

21 As discussed in the rebuttal testimony of Ms. Million, CLECs utilizing UNE-P or QPP can obtain all vertical features 
available in a Qwest local switch at a very low cost of approximately $2.00 per line per month. 
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condition could remain sufficient to support its retail and wholesale services at 

satisfactory levels with only a 43% market share (as calculated by Mr. Fimbres). It is 

clearly not in the interest of Arizona customers or Qwest's shareholders that Qwest 

continue to be regulated as a "monopoly" provider by denying it pricing flexibility 

necessary to effectively and fairly compete until it has lost 57% of the market. 

b. Competitive Zones Proposal 

BOTH MR. FIMBRES, AT PAGE 43, AND MR. ROWELL, AT PAGE 15, SUGGEST 

THAT COMPETITIVE ZONES IN ARIZONA SHOULD BE GEOGRAPHICALLY 

DEFINED BY ZIP CODE RATHER THAN QWEST WIRE CENTER BOUNDARIES. 

WOULD YOU COMMENT? 

Yes. The Competitive Zone proposal outlined in my direct testimony is designed to 

afford Qwest the flexibility in the Phoenix and Tucson markets to effectively 

compete. All of Qwest's network and billing systems are structured around the wire 

center and exchange concepts, and revising those processes to accommodate a zip 

code-based Competitive Zone structure would be a massive, lengthy and costly 

undertaking involving reprogramming of Qwest's billing systems, training sales and 

support personnel in a service structure that is inconsistent with structures in other 

** Additionally, the HHI is not used as a criteria by the FCC in establishing the presence of "effective competition" in cable 
television markets, as discussed earlier in my rebuttal testimony In that instance, a minimal "market share" criteria of 
15% is used as a trigger for regulatory relief. 
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Qwest states, etc. In effect, this would provide Qwest no near term relief at all to 

fairly compete. 

Q. DOES STAFF CONTEND THAT A ZIP CODE GEOGRAPHIC DEFINITION OF 

COMPETITIVE ZONES MAKES SENSE FROM A MARKET PERSPECTIVE? 

A. Yes. For example, at Page 27, Mr. Rowell states: 

"Designating Competitive Zones at the zip code level will provide Qwest with 
a great deal of competitive flexibility and will allow for a comparison of all 
types of competition. Additionally, consumers are familiar with the concept of 
zip codes.. .'I 

Mr. Rowell mixes two issues here. Staffs proposal represents a means for Staff to 

analyze the competitive market at a level of granularity they believe to be 

appropriate. Mr. Rowell then goes on to suggest that, since customers are familiar 

with zip codes, they should understand the concept of Competitive Zones as defined 

by zip codes. However, he offers no evidence to support his opinion. In fact, 

establishment of competitive zones by zip code (which could literally number in the 

hundreds) would be much more confusing to customers than Qwest's proposal, 

especially since actual geographic zip code boundaries are not known by the typical 

Arizona resident. In addition, Qwest's competitors typically enter markets (as 

characterized by a broader geographic area such as wire center, exchange, city or 
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MSA) and not individual zip codes.23 There is no doubt that Staffs proposal 

supports Staffs view that competitive data should by analyzed at a more granular 

level than the data presented by Qwest, but it is certainly not a more "market 

friendly" means of defining competitive zones. 

IF STAFF STRONGLY BELIEVES THE ASSESSMENT OF COMPETITION BY ZIP 

CODE IS AN EFFECTIVE MEANS OF DETERMINING WHERE RELIEF SHOULD 

BE GRANTED, IS THERE A MIDDLE GROUND BETWEEN STAFF'S PROPOSAL 

AND QWEST'S THAT COULD BE CONSIDERED? 

I believe Qwest could produce data by zip code regarding elements of its network 

that are being utilized by its competitors to provide service to their end users. To the 

extent competitors utilizing their own loop facilities could be induced to provide data 

13 

14 

15 

16 

, 
17 

I 18 

I 19 

20 

on the same basis, and presuming relevant data regarding intermodal competition 

could be similarly obtained, it would be possible to examine the degree of market 

competition by zip code. However, defining and implementing competitive zones by 

zip codes would remain highly problematic for Qwest. To the extent a zip code 

comprises all (or most) of a particular wire center, and if competition in that zip code 

is found to be sufficient to justify relief for Qwest, I recommend that the competitive 

zone be defined as the wire center. Similarly, if a wire center consists of two zip 

codes and one zip code is found to contain a high level of competition while the 

23 It should be noted that any CLEC utilizing Qwest's network on a wholesale basis has access to all customers within the 
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other is found to have a moderate level of competition, I recommend that the entire 

wire center be classified as a competitive zone. This proposal allows for use of zip 

codes in analyzing competition while affording Qwest an opportunity to utilize 

existing systems and processes to implement competitive zones. 

TO THE EXTENT STAFF REMAINS CONCERNED THAT WIRE CENTERS MAY 

NOT APPROPRIATELY DEFINE A COMPETITIVE MARKET, CAN YOU 

SUGGEST ANOTHER ALTERNATIVE THAT MAY ALLOW FOR STAFF’S 

DESIRED LEVEL OF GRANULARITY IN ITS ANALYSIS, YET BE LOGICAL TO 

THE MARKET? 

Yes. Another means of defining Competitive Zones could be by Qwest prefix in an 

area subject to Competition. Customers are certainly familiar with telephone prefixes 

and know their Qwest local exchange and related services are associated with the 

Qwest prefix assigned to them. It is possible to assess competition in the zip codes 

encompassed within the area served by a Qwest prefix. If competition in this 

collection of zip codes is viewed to be sufficient, Qwest services served by that 

prefix could then be classified as competitive. This alternative would represent a 

compromise between Staffs desire to assess competition at a granular level and a 

Competitive Zones structure that is workable in the market. 

geographical boundaries of any Qwest wire center in which the CLEC chooses to operate. 
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Q. AT P. 17, MR. ROWELL SUGGESTS THAT QWEST'S COMPETITIVE ZONES 

PROPOSAL DOES NOT DEFINE HOW MAXIMUM RATES SHOULD BE 

ESTABLISHED FOR SERVICES IN COMPETITIVE ZONES. HOW SHOULD 

MAXIMUM RATES BE DETERMINED? 

A. I suggest the Commission set maximum rates for services in Competitive Zones that 

are double current rates. This will allow Qwest to move rates as the competitive 

market dictates between the price floor and whichever level the competitive market 

will sustain. Since markets for services within Competitive Zones are, by definition, 

subject to competition, the presence of competition, not regulation, will determine the 

appropriate rate levels for those services. 

Mr. Rowell, at P. 23, also suggests that prices for services in Competitive Zones 

should be capped at current levels. This is contrary to free market economics. At 

the same time, Mr. Rowell suggests that Qwest recover $10 million of its revenue 

requirement through Basket 3 increases, knowing that the reason services are in 

Basket 3 is because they have previously been found by the ACC to be subject to 

competition. Mr. Rowell knows that general price increases to Basket 3 services 

aren't sustainable in a competitive market, and in effect, his suggestion denies 

Qwest the opportunity to recover the $1 0 million he identifies. 
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AT P. 21, MR. ROWELL COMPLAINS THAT IT IS UNCLEAR THAT QWEST WILL 

HAVE PROVIDER OF LAST RESORT OBLIGATIONS WITHIN COMPETITIVE 

ZONES. IS HE CORRECT? 

No. This is largely an issue of legal interpretation] but Qwest believes that the 

Competitive Zones proposal has no effect on Qwest's Provider of Last Resort 

(POLR) obligations in Arizona.24 In fact, if the Commission finds it appropriate to 

classify a particular area as a Competitive Zone, that finding can only be based on 

the presence of a sufficient number of competitive alternatives in that market. In 

such markets, no carrier should have POLR obligations since service alternatives 

are readily available. 

MR. ROWELL MAINTAINS AT P. 30 THAT ANY DISCOUNTS ON QWEST 

SERVICES WITHIN COMPETITIVE ZONES SHOULD REMAIN IN EFFECT FOR 

AT LEAST ONE YEAR. DO YOU AGREE? 

No. To the best of my knowledge, none of Qwest's competitors are bound by such a 

requirement. Qwest's competitors are free to enter or exit markets, such 

competitors can introduce specific services in selected markets and the mix of 

competitors (and their associated services) varies geographically. None of Qwest's 

competitors is subject to a requirement that any discount remain in effect for one 

24 In response to Qwest data request Set 18, Nos. 1 and 2 to Staff, Mr. Rowell was asked to identify Qwest's POLR duties 
as well as any Arizona statute or rule defining such duties. Mr. Rowell was unable to identify any relevant Arizona statute 
or rule in his responses. 
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year. Mr. Rowell's suggestion would unfairly discriminate against Qwest's ability to 

fairly compete in markets where robust competition is shown to exist. 

BOTH MR. FIMBRES AND MR. ROWELL SUGGEST THAT, WHILE THE NOTION 

OF COMPETITIVE ZONES HAS MERIT, THE EXAMINATION OF COMPETITION 

IN COMPETITIVE ZONES AND DESIGNATION OF SPECIFIC AREAS AS 

COMPETITIVE ZONES SHOULD BE DEFERRED TO A STAND-ALONE DOCKET. 

DO YOU AGREE? 

No. Local exchange competition, especially in the Phoenix and Tucson areas, is 

entrenched and widespread. I have presented extensive evidence of such 

competition, at the wire center level, in my direct testimony and believe that there is 

more than sufficient evidence available upon which the Commission can assess 

Qwest's proposal in this docket. If this issue is deferred to a separate docket, Qwest 

is very concerned that the deferral will create a significant delay in the investigation 

and ultimate approval of specific competitive zones, further harming Qwest's ability 

to compete. It should be noted that, in exchange for Basket 3 pricing flexibility under 

the existing Price Cap plan, Qwest agreed to forego recovery of its revenue 

requirement under traditional rate of return regulation. A further delay in 

consideration of Qwest's Competitive Zones proposal in essence means that Qwest 

will continue to be hindered in its ability to compete at the same time it is not 

realistically able to recover its revenue requirement (in view of the fact that 
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competitive Basket 3 services cannot generally be increased to generate revenue 

sufficient to recover the revenue requirement since competitive forces won't allow 

such increases). 

AT PAGE 42 OF HIS TESTIMONY, MR. ROWELL SUGGESTS THAT QWEST BE 

REQUIRED TO MAKE A SEPARATE FILING TO SHOW THAT ADDITIONAL 

PRICING FLEXIBILITY IS WARRANTED IN SPECIFIC ZIP CODES AND THAT 

STAFF "WILL MAKE ITS RECOMMENDATIONS TO THE COMMISSION WITHIN 

120 DAYS" OF RECEIPT OF QWEST'S FILING IN THIS SEPARATE DOCKET. 

WOULD YOU COMMENT? 

Mr. Rowell's presupposes that zip codes represent the correct means of defining 

geographic areas for purposes of pricing flexibility (a premise with which Qwest 

disagrees) and his offer is nothing more than a commitment to make a Staff 

recommendation to the Commission within four months. After such a 

recommendation, which would likely be contentious and would draw intervention 

from other parties, much as Qwest's current Competitive Zones proposal has done, 

the Commission would likely be compelled to establish a docket and related 

procedural schedule to examine the issues. Realistically, this procedural process, 

which would extend beyond the date upon which the Commission received the 

proposed Staff recommendation, would encompass numerous months with 

resolution likely not final until late 2005. 
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As I have stated earlier in this testimony, the competitive telecommunications market 

in Arizona is evolving at a much faster pace, and Qwest continues to lose an ever- 

increasing share of its market to intramodal and intermodal competitors. It is not 

reasonable that Qwest continue to be constrained in its ability to fairly compete in 

Arizona while the issues around the scope of local exchange telecommunications 

competition are deferred, analyzed and litigated on an ongoing basis well into the 

future. 

AT PAGES 33 AND 34, MR. ROWELL SUGGESTS THAT GIVEN QWEST'S 

"MARKET DOMINANCE," THE PRICING FLEXIBILITY GUIDELINES OUTLINED 

IN COMMISSION RULE R-14-2-1108 (RULE 1108) SHOULD BE STRICTLY 

APPLIED IN ASSESSING QWEST'S COMPETITIVE ZONES PROPOSAL. 

WOULD YOU COMMENT? 

Yes. It appears that, in conjunction with Mr. Rowell's and Mr. Fimbres' preference 

for a zip code competitive zones definition, Mr. Rowell is proposing an application of 

Rule 1108 that would, as a practical matter, be nearly impossible to satisfy. In 

effect, Mr. Rowell's suggestion would require Qwest, as the petitioning party, to 

demonstrate the market share of each competitor for each service in each zip code 

prior to a grant of an area as a competitive zone. This high standard would actually 

require Qwest to utilize information not in its possession, such as proprietary 
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customer line counts for the specific services of its competitors at the zip code level. 

This level of detail, while having some analytical interest in theory, is not reasonable 

in practice. 

HAS QWEST IGNORED RULE R14-2-1108(B) IN THIS PROCEEDING? 

No. What Qwest has provided, pursuant to rule R14-2-1108(B), is a detailed 

description of the conditions within the relevant market that many 

telecommunications services are competitive. In my direct testimony, consistent 

with subsections (I),  (2), (3), (5) and (6) of the Rule, I provided a description of the 

general economic conditions that exist which make the relevant market competitive; 

estimates of the alternative providers of the services, an estimate of the market 

share of various providers, the ability of alternative providers to make functionally 

equivalent or substitute services readily available at competitive rates, terms and 

conditions and descriptions of the ease of entry and exit and other competitive 

factors. Although Qwest is proposing new standards for the designation of 

competitive zones, it has provided the majority of the information required by rule 

R14-2-1108(B) for use by the Commission in determination of its request. 
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c. Arizona Universal Service Fund Proposal 

STAFF WITNESSES REGAN (BEGINNING AT P. 3) AND ROWELL (BEGINNING 

AT P. 46) BOTH CONTEND THAT QWEST SHOULD RECEIVE NO AUSF 

FUNDING TO DEFRAY THE COST OF SERVING CUSTOMERS IN HIGH COST 

AREAS OF ARIZONA. WOULD YOU COMMENT? 

Yes. Mr. Regan bases his position largely on his view of the relationship of costs (as 

he defines them) of serving customers in high cost wire centers while Mr. Rowell 

bases his position on his opinion that, even though Qwest's AUSF proposal is 

competitively neutral, it may not induce increased competitive entry in rural areas of 

Arizona. Mr. Regan focuses very narrowly on Qwest's cost structure and virtually 

ignores costs faced by Qwest's competitors in serving high cost wire centers that 

currently represent a disincentive to competitive entry there. Ms. Teresa Million, on 

behalf of Qwest, provides rebuttal testimony of the cost issues argued by Mr. Regan, 

while I will discuss flaws in Mr. Rowell's testimony. 

WOULD YOU BRIEFLY SUMMARIZE THE PURPOSE OF THE AUSF? 

Yes. The AUSF exists to defray the extraordinary costs of providing local exchange 

services to customers in high cost areas of Arizona, such as UNE Cost Zones 2 and 

3, and is intended to ensure that customers in these areas have local exchange 
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services available at prices commensurate to those available to customers located 

within low cost, urban areas. 

HAS THE ACC PREVIOUSLY ISSUED DECISIONS INDICATING THE USE OF 

AUSF IS IN ALIGNMENT WITH QWEST'S PROPOSAL IN THIS DOCKET? 

Yes. Prior ACC decisions have addressed the purpose of the AUSF and show that 

the objective of the fund is in alignment with Qwest's request in this proceeding. In 

Decision 59623, released April 24, 1996, the Commission stated: "Pursuant to 

A.A.C. R14-2-1113 of the Competitive Telecommunications Rules, the Commission 

should establish an intrastate universal service fund which shall assure the 

continued availability of basic telephone service at reasonable rates," and "The 

AUSF is the funding mechanism through which surcharges are collected from 

consumers of telecommunications services and support is paid to eligible providers 

of basic local telephone exchange service in areas where the cost of providing the 

service exceeds the rate authorized to be charged." In Decision 65472, released 

December 19, 2002, the ACC stated: "Pursuant to Decision No. 56639, dated 

September 22, 1989, the AUSF was established to maintain statewide average rates 

and the availability of basic telephone service to the greatest extent reasonably 

possible." 
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HAS THE ACC ISSUED DECISIONS AUTHORIZING USE OF AUSF FUNDS BY 

INCUMBENT TELEPHONE COMPANIES IN ARIZONA FOR PURPOSES 

DEFINED IN YOUR PREVIOUS RESPONSE ABOVE? 

Yes. For example, on July 17, 2000, Midvale Telephone Exchange, Inc. ("Midvale") 

filed with the ACC an application for a general rate increase as well as a 

disbursement from the AUSF to commence serving two communities, Millsite and 

Silver Bell, that were unserved areas at that time. This request resulted in an 

investigation in Docket No. T-02532A-00-0512, and ultimately in Decision No. 6401 1 

which was released by the ACC on September 5, 2001. In its decision, the 

Commission noted at P. 21 that Midvale's request did not conform with Commission 

rules "that a company must already be providing service to the area in which it is 

seeking AUSF funding after applying for FUSF funding." However, the Commission 

determined that a waiver of this requirement was appropriate in the interest of 

ensuring customers in the rural communities of Millsite and Silver Bell were provided 

access to Midvale's local exchange telephone service at affordable rates. In its 

findings at P. 21, the Commission stated: 

"We wish to make clear that we strongly encourage Midvale, as well as other 
similarly situated carriers, to invest in facilities that will enable the provision of 
telephone service to remote areas that are not served by any other carrier. 
Accordingly, we will allow a waiver of our rules and grant Midvale's request for 
AUSF. Midvale is therefore authorized to draw $71,651 per year from the 
AUSF beginning with the commencement of service to Millsite and Silver 
Bell." 
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Clearly, in this instance the Commission determined that the public interest would be 

served by supporting affordable telephone service in these high cost areas with 

AUSF funding rather than requiring Midvale to subsidize these high costs via 

revenues received from its existing customer base. 

AT PAGE 45, IN SUPPORTING HIS CONTENTION THAT QWEST'S AUSF 

PROPOSAL IS UNLIKELY TO DRIVE INCREASED CLEC ENTRY IN RURAL 

AREAS, MR. ROWELL DISCUSSED CLEC DATA REQUEST RESPONSES TO 

STAFF DATA REQUEST 2-1 INDICATING THAT THE MAJORITY OF CLECS 

ARE NOT CURRENTLY RECEIVING USF SUPPORT IN OTHER STATES, 

ALTHOUGH CLECS INDICATED THAT THEY ARE RECEIVING FUNDING IN 

SOME INSTANCES IN TEXAS, PENNSYLVANIA, ILLINOIS, WYOMING, 

NEBRASKA AND KANSAS. WOULD YOU COMMENT ON MR. ROWELL'S 

ASSESSMENT? 

Yes. Mr. Rowell's discussion of the current status of USF funding for CLECs in other 

states does nothing to undermine the pro-competitive aspects of Qwest's AUSF 

proposal in this proceeding. The CLECs' responses to Staffs discovery in this 

docket show only that CLECs' business models have focused to date predominantly 

on markets where the greatest concentrations of customers and profits can be 

found, which are typically in low cost wire centers where customers are highly 



1 

2 

3 

4 

5 

6 

7 

8 

9 Q. 

10 

11 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of David L. Teitzel 
Page 35, December 20,2004 

~oncent ra ted .~~ Staffs discovery did not ask whether CLECs have sought or are 

now actively seeking USF funding to enable them to profitably serve new markets, 

nor did Staffs discovery ask whether CLECs agreed that Qwest's AUSF proposal 

would enhance the financial attractiveness of serving additional Arizona markets for 

the CLECs. In other words, Staffs discovery question was retrospective and does 

not reveal the degree to which CLECs believe Qwest's AUSF proposal is beneficial 

to the CLECs' current and future business opportunities in the state. 

DOES STAFF RECOGNIZE THAT QWEST'S INTRASTATE REVENUES FALL 

SHORT OF COVERING ITS INTRASTATE COSTS IN CERTAIN AREAS OF THE 

STATE? 

Yes. In fact, in Mr. Regan's Schedule TMR-3 at P. 2, he identifies an intrastate 

negative margin for Qwest in Zone 3 of $(4,633,799), when comparing revenues of 

all Qwest intrastate services against intrastate costs of providing those services. 

This is noteworthy in view of Mr. Regan's extraordinarily conservative assumptions 

about how intrastate costs should be viewed. This shows that, at a bare minimum, 

an AUSF funding need of at least $4.6 million exists for Qwest, and that amount is 

likely significantly higher depending upon cost methodology assumptions determined 

by the ACC to be reasonable. 

25 Staffs discovery also does not address the additional administrative effort and expense the CLECs must bear in 
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DOES MR. ROWELL CONCEDE THAT HIGH COSTS CAN BE A HINDRANCE TO 

THE AVAILABILITY OF COMPETITIVE LOCAL EXCHANGE ALTERNATIVES IN 

CERTAIN AREAS OF THE STATE? 

Yes. At P. 46, Mr. Rowell states that “higher UNE rates certainly do not help 

competition” in rural areas. Qwest’s AUSF proposal can, to a large degree, offset 

the cost differential for a CLEC to serve rural customers as compared to urban 

customers via UNEs purchased from Qwest. To the extent a CLEC electing to 

utilize AUSF funds to enter a high cost market subsequently chooses to migrate its 

customer base to CLEC-owned facilities that may be characterized by high costs 

(relative to the costs of deploying facilities in urban areas), Qwest’s AUSF proposal 

would enable the CLEC to offset those costs as well. In short, Qwest‘s proposal 

would improve the economics for CLECs considering providing local exchange 

services in high cost areas of Arizona. 

WHAT ARE THE CURRENT UNE LOOP RATES IN THE THREE ARIZONA 

WHOLESALE COST ZONES? 

The two-wire, voice grade UNE loop rates in the current Arizona SGAT are: Zone 1: 

$9.05, Zone 2: $14.84 and Zone 3: $36.44. These rates have been reviewed and 

established by the ACC and are based on TELRIC cost principles. 

~ ~ ~ - 

demonstrating a need for USF funding, which is not an issue for the CLECs in serving customers in low-cost areas. 
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DO YOU HAVE DATA THAT SHOWS THE DISPROPORTIONATE DISTRIBUTION 

OF UNE LOOPS IN ARIZONA, WITH THE VAST MAJORITY OF LOOPS 

DEPLOYED IN LOW COST AREAS? 

Yes. As of October 2004, there were a total of ***confidential*** UNE loops in Cost 

Zone 1, ***confidential*** UNE loops in Cost Zone 2 and ***confidential*** UNE 

loops in Cost Zone 3.26 Clearly, the vast majority of UNE loops are being utilized by 

CLECs in areas of Arizona where their costs are lowest and where customer 

concentrations are the greatest. This is by no means surprising and simply reflects 

what economically rational CLECs should do. However, this may be cold comfort to 

customers in rural areas waiting for the expressed benefits of the Telecom Act to 

materialize. 

WHAT ADDITIONAL PROBLEMS HAVE BEEN CREATED BY TRADITIONAL 

LOCAL EXCHANGE RATE AVERAGING IN ARIZONA? 

There are three primary problems. First, Qwest's existing retail local exchange 

structure is designed to allow rural customers to have local exchange pricing that is 

at levels similar to that enjoyed by customers in metropolitan areas. This "averaged" 

structure has been supported by implicit subsidies, wherein margins created by 

services provided to customers in low cost areas have been used to "underwrite" the 

costs of serving customer in high cost areas. However, as competition has 

26 These values reflect the combined totals of stand-alone UNE loops and UNE-P loops. 
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aggressively entered the urban markets, the margin available to Qwest to defray the 

cost of service in high cost areas is being eroded. Second, the "averaged" rate 

structure creates a strong incentive for CLECs to focus on urban areas to the 

exclusion of rural areas. Specifically, rate averaging ensures Qwest's retail local 

exchange prices are maintained at supranormal levels in low cost areas and at 

abnormally low levels in high cost areas. This effect is precisely what drives rational 

CLECs to target urban markets: margin opportunities are significantly greater there. 

Third, the "averaged" rate structure forces the ACC to deviate from its philosophy of 

requiring Qwest to maintain its retail rates above imputed "price floors" that consist 

largely of Qwest's wholesale rates. For example, Qwest's residential local exchange 

retail rate in rural areas is well below the Zone 3 UNE loop rate of $36.44 and is 

technically below the "price floor."27 

YOU SAID THAT QWEST'S ABILITY TO DEFRAY THE HIGH COST OF RURAL 

SERVICE IS BEING ERODED WITH THE PERVASIVE COMPETITION IN URBAN 

AREAS IN ARIZONA. WHAT DOES THAT HAVE TO DO WITH THE AUSF 

TESTIMONY OF STAFF WITNESSES REGAN AND ROWELL? 

Over the last ten years, congress, the FCC, and the Commission have done much to 

change the telecom business in Arizona to a competitive industry. However, the 

regulation of Qwest in Arizona has changed little in this same period. Even with 

27 This is true even under Staff witness Regan's analysis (see Exhibit TMR-3, page 2 of 5). 
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Staffs conservative estimate, Qwest has lost at least 30% of the market. With the 

estimates I provided in my direct testimony, and considering the increasing effects of 

intermodal competition, the loss is even higher. Yet, in view of the paradigm change 

in telecommunications markets, the regulations that govern how Qwest is allowed to 

compete have not changed significantly over the last ten years or more. Staff 

witness Regan says that Qwest's USF calculation is wrong because it attributed the 

cost of the loop to basic service. Mr. Regan and Mr. Rowell advance Staffs position 

that the cost of the loop is a joint cost whose cost recovery should be made from 

various services besides basic service. While Qwest disagrees with Staffs view of 

the economics of direct versus joint cost, as described in Ms. Million's testimony, this 

approach is more problematic from a practical perspective. 

Regardless of whether the cost of the loop is considered joint, common or a direct 

cost, Qwest needs to have a reasonable opportunity to recover this cost. Today, in 

the competitive market in Arizona, Staffs traditional rate case view of placing 

inordinate loop cost recovery on optional services such as toll, access, vertical 

features and business rates is simply not sustainable. Earlier, I referred to this as 

erosion. That erosion is found in the ultra-competitive prices for long distance 

service, where, in Arizona, prices have fallen from the range of $0.20 per minute ten 

years ago, to $0.03 per minute rate currently offered by Cox.28 That erosion is 

28 Cox Simply Three Savings Plan, http://www.cox.com/teleDhone/directdiaI.asp. Visited December 10, 2004. 

http://www.cox.com/teleDhone/directdiaI.asp
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found in the significant reduction in access minutes of use that has been driven in 

part by wireless long distance subs t i t~ t ion .~~ That erosion is found in the packaging 

of basic service with features that is common in the business today. Qwest optional 

features that are generally priced from $2.00 to $7.00 in Arizona are made available 

by Qwest's competitors either at no charge or at extremely low rates. For example, 

the Cox "Simply 3" package in Arizona is currently priced at $19.95 per month, and 

includes the basic line, Caller ID, Call Waiting and Voice Mat3' Cox's ala carte 

prices for these optional features respectively are $5.95, $6.95 and $6.95, for a total 

of $1 9.85. Deducting the $1 1.75 price of the access line from the Simply 3 package 

price of $19.95 yields a discounted rate for the three optional features of $8.20. In 

other words, the packaged features are discounted from the stand-alone feature 

rates by $1 1.65. From an intermodal services perspective, for example, Vonage 

provides free voice messaging, Caller ID, call waiting, call forwarding and three way 

calling3' to its customers while Cricket (which presently offers flat-rated wireless 

service in the greater Phoenix and Tucson areas) provides free voice messaging, 

29 As a point of reference, Qwest's Arizona intrastate Switched Access minutes of use declined from ***confidential*** in 
June 2000 to ***confidential*** in June 2004. This trend is consistent with national research findings. For example, the 
Yankee Group reports that "more than 36% of local calls and 60% of long-distance calls have been replaced by wireless." 
(The Success of WirelinelWireless Strategies Hinges on Delivering Consumer Value, P. 7, The Yankee Group, October 
2004). Additionally, at the Regional Oversight Committee ("ROC") in September 2004, Western Wireless' CEO John 
Stanton reported "increasing numbers of consumers have "cut the cord" or are primarily using their wireless phone for 
their telecommunications needs," and estimated the proportion of consumers engaging in such substitution now exceeds 
5% and is expected to increase to 30% by 2008. 
30 http://www.cox.com/phoenix/telephone 

3' http://www.vonacle.com/products basic 

http://www.cox.com/phoenix/telephone
http://www.vonacle.com/products
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Caller ID, three way calling and call waiting with its service.32 Virtually every 

intermodal competitor currently operating in Arizona now offers such free or deeply 

discounted features. 

The higher price for business service than residential service has traditionally been 

used to recover the loop cost as well. The erosion in Qwest's business market is the 

highest. It is the first market that CLECs have selected and the one that has the 

most competitors and the most customer choice. The high margins for long 

distance, access charges, vertical features and business services, which were once 

available for loop cost recovery under Staffs traditional rate case approach, are no 

longer available. 

Staffs approach to high loop cost recovery is first that Qwest has not strictly followed 

the Commission's rules that were established long before the current competitive 

market. Next, Staff pretends that Qwest continues to have the ability to realize the 

high margins from certain services to recover its costs "on average." The Staff is 

presenting a fantasy to the Commission that it should not believe. The reality is that 

competition has limited Qwest's ability to recover its costs. 

32 htt~://www.mvcricket.com/about who 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
18 
19 
20 
21 
22 

~ 

Q. 

A. 

Arizona Corporation Commission 
Docket No. T-01051 B-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of David L. Teitzel 
Page 42, December 20,2004 

Qwest's AUSF proposal resolves all three of these problems by making available 

funding that has the net effect of driving the retail revenue received from services in 

rural areas above the cost of providing those services. 

HAS THE ACC PREVIOUSLY RECOGNIZED THAT THE UNE LOOP PRICES IT 

ORDERED INTO EFFECT CREATE A PRICING CONFLICT WITH QWEST'S 

RETAIL RATE STRUCTURE? 

Yes. In Decision No. 62753 in Docket No. T-00000A-00-0194, released July 25, 

2000, in which the ACC addressed the rate levels and structure of Qwest's 

unbundled network elements in Arizona, the Commission recognized that the Qwest 

wholesale structure was in misalignment with Qwest's retail rate structure and invited 

Qwest to submit a proposal to "deaverage" its retail rates to address this issue. In 

its discussion, the Commission stated that all parties in his proceeding were in 

general agreement that "the intent of the Telecommunications Act of 1996 ("Act") is 

to provide competitive choices to all consumers, regardless of where they live in a 

state."33 Further, in its analysis, the Commission stated: 

"We concur with U S WEST that the Commission policy in setting retail rates 
needs to be taken into consideration in setting geographic deaveraged UNE 
rates. To do otherwise, U S WEST could have retail rates which may not be 
cost based but would have to compete with wholesale rates which would be 
cost based."34 

33 Id, P. 3. 
34 Id., P. 5. 
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Qwest's current retail pricing structure, which is largely averaged, is in disharmony 

with its wholesale UNE loop rate structure, which is aligned into three discrete cost 

zones. Rather than proposing a massive rate rebalancing to align the retail and 

wholesale rate structures, Qwest proposed its AUSF concept as a means to make 

explicit the subsidies supporting retail local exchange rates in high cost areas. 

WOULD QWEST NOW BE WILLING TO CONSIDER IMPLEMENTING A RETAIL 

RATE DEAVERAGING STRUCTURE FOR ITS BASKET 1 LOCAL EXCHANGE 

SERVICES, AS SUGGESTED BY THE ACC IN DOCKET NO. T-00000A-00-0194, 

IN LIEU OF ITS AUSF PROPOSAL IN THIS PROCEEDING? 

Qwest would be willing to consider such a rate deaveraging proposal as an 

alternative to its pending AUSF proposal. However, it is likely that such a 

deaveraging proposal would not entirely resolve the wholesalehetail rate 

misalignment, especially in Zone 3 wire centers, since the UNE loop rate there is 

$36.44 and full alignment would entail a very significant retail rate increase. In this 

instance, a modified proposal involving some retail rate deaveraging and a scaled- 

back AUSF structure may be appropriate. 
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d. Specific ServicelPricina Proposals 

AT P. 34, MR. ROWELL OPINES THAT QWEST'S CURRENT ZONE INCREMENT 

RATE STRUCTURE SHOULD BE RETAINED, ESPECIALLY IF THE ACC DENIES 

QWEST'S REQUEST FOR AUSF FUNDING IN HIGH COST AREAS. WOULD 

YOU COMMENT? 

As I stated at P. 86 of my direct testimony, the current Zone Increment structure, 

consisting of a $1.00 Zone 1 charge and a $3.00 Zone 2 charge, is based on a 

mapping process that is administratively cumbersome for Qwest and the 

Commission and is confusing to our customers.35 The Zone Increment charges are 

rendered moot if the ACC accepts Qwest's AUSF proposal. However, if the ACC 

denies Qwest's AUSF proposal, the current Zone Increment structure must remain in 

place until an alternative means of funding local exchange service in high cost areas 

can be set in place. 

STAFF MAINTAINS THAT QWEST'S PROPOSAL TO ELIMINATE THE EXISTING 

ALLOWANCE OF ONE FREE DIRECTORY CALL PER MONTH SHOULD BE 

REJECTED. WOULD YOU COMMENT? 

35 The Commission rejected this distance deaveraging method and adopted the wire center deaveraging method for UNE 
loop rates in Docket No. T-00000A-00-0194, Decision No. 64922, pp 27-29. 
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A. Yes. Staffs consultant, Mr. Regan, suggests that Qwest should continue to provide 

free directory assistance calls based on his view that the Qwest Directory Assistance 

('IDA") product is marginally ~ r o f i t a b l e . ~ ~  However, his conclusion is based on his 

narrow range of assumptions regarding Qwest's cost structure and is made in 

isolation of other factors in this docket. Directory Assistance is a stand-alone, 

competitive retail service in Arizona, and Qwest incurs a cost in fulfilling each 

request for directory information. Clearly, Qwest receives no revenue for DA calls 

provided within the existing free call allowance, and the cost of those calls must be 

subsidized by DA calls for which a fee is charged. In other words, the current free 

DA call allowance is an example of an implicit subsidy, which the ACC is tasked with 

eliminating as all telecommunications services in the state continue to become 

robustly competitive. Additionally, for Qwest's interstate DA service that is regulated 

by the FCC, there is no free call allowance. This is consistent with the directory 

assistance offerings of Qwest competitors such as AT&T, which also does not 

provide a free call allowance for its competitive DA service. The existing free local 

DA call allowance is a remnant of the regulated monopoly era in Arizona, when 

certain services could be provided free or at artificially low rates and could be 

subsidized by revenue flows from other sources. 

36 Regan direct testimony, P. 41. 
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1 Directory Assistance is a discretionary service readily available from a variety of 

2 sources, including dial-around providers (such as AT&T and MCI), wireless 

3 providers, the internet (where directory listings information is typically provided at no 

4 charge) and standard telephone directories. Qwest has proposed elimination of the 

5 current free call allowance in the context of aligning this service with its National DA 

6 service and the manner in which directory assistance is generally provided in the 

7 competitive market. In this proceeding, Qwest has demonstrated a need for 

8 additional revenues, and the DA proposal is an element of the range of adjustments 

9 Qwest has proposed to generate revenue. Mr. Regan's narrow focus ignores these 

10 considerations and instead focuses predominantly on his assessment of directory 

11 assistance margins and his apparent view that implicit subsidies should be continued 

12 indefinitely . 

13 

14 Q. HAVE OTHER INTERVENORS OFFERED AN OPINION REGARDING QWEST'S 

15 DIRECTORY ASSISTANCE PROPOSAL? 

16 A. Yes. Interestingly, RUCO, which represents the interests of Arizona consumers, 

17 appears to understand the broader context of Qwest's directory assistance proposal. 

18 At P. 199 of his testimony, Dr. Ben Johnson, on behalf of RUCO, states: 

19 "It is not unreasonable to provide management with the discretion of 

20 eliminating the free call allowance, provided the revenues generated by this 

21 rate change are properly accounted for within the framework of the overall 
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revenue requirement and price constraints that are adopted in this 

proceeding .I' 

Dr. Johnson's conclusion is that, to the extent the ACC determines that Qwest has a 

positive "revenue requirement'' in this docket, rate adjustments are necessary to 

generate the  incremental revenues required to recover the revenue requirement. He 

finds it reasonable that Qwest's directory assistance proposal be implemented as 

part of a larger set of adjustments in this context. 

IV. DEPARTMENT OF DEFENSE 

DOES MR. LEE DISCUSS PRICING FLEXIBILITY FOR BASKET 1 SERVICES? 

Yes. At P. 8, he suggests that "unfettered pricing flexibility within Basket 1 could 

result in sharp price increases for some services causing "rate shock" to individual 

customers." However, Qwest is not proposing additional pricing flexibility for Basket 

1 services in this docket. Rather, Qwest is proposing that specific wire centers that 

are now subject to robust competition be classified as Competitive Zones, within 

which Qwest's retail services would be afforded Basket 3 pricing flexibility. In those 

areas, competition rather than regulation will govern the appropriate market price of 

the competitive services. With respect to services remaining in Basket 1, Mr. Lee's 

recommendation to limit price increases to 10% is not necessary. 
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AT PAGE 5, MR. LEE AGREES WITH THE CONCEPT OF COMPETITIVE ZONES, 

BUT CONTENDS THAT CLASSIFICATION OF AREAS AS COMPETITIVE ZONES 

SHOULD ONLY BE GRANTED WHEN "ONE OR MORE FACILITIES-BASED 

COMPETITORS CAN BE SHOWN TO BE OFFERING SERVICE THROUGHOUT 

THE ZONE" AND IS PROVIDING SERVICE TO A "SIGNIFICANT NUMBER OF 

CUSTOMERS." WOULD YOU COMMENT? 

Yes. Mr. Lee suggests that the Commission virtually ignore all local exchange 

competition except "facilities-based" competition, even though CLECs using Qwest's 

network to deliver service to end users may now enjoy a significant share of the 

market. To extend Mr. Lee's logic, he apparently believes that a CLEC using its own 

switch and UNE loops purchased from Qwest that has captured 15% of the market, 

and is considering deploying its own loop facilities once it has captured 20% of the 

market, should be disregarded in assessing the scope of local competition until the 

CLEC has, in fact, deployed its own loop facilities. 

Similarly, a CLEC may determine that use of Qwest's loops and local switching, such 

as is available via the Qwest Platform Plus product, is in alignment with the CLEC's 

business model to build a customer base of sufficient size prior to making an 

investment in a local switch. In this example, the CLEC may enjoy a very significant 

market share in a particular geographic area within Qwest's Arizona service territory, 

yet that CLEC would be disregarded in Mr. Lee's market test. 
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Finally, it would appear that Mr. Lee would have the Commission ignore other forms 

of "facilities-based" competition, such as that represented by Wireless and VolP 

services. In this instance, his view of the competitive telecommunications market is 

far too narrow and does not account for telecommunications alternatives Arizona 

customers are using today, and which are rapidly growing in terms of significance. 

MR. LEE, AT PAGE 9, ASKS THE COMMISSION TO ESTABLISH SEPARATE 

COMPETITIVE ZONES FOR RESIDENTIAL AND BUSINESS SERVICES. IS HIS 

PLAN WORKABLE? 

No. Under Mr. Lee's proposal, he would have the Commission determine whether 

residential competition, business competition or both is present within each 

proposed competitive zone. This proposal would involve a service by service, 

application by application competitive assessment at a granular level (either zip code 

or wire center) and would be extremely cumbersome. In fact, Qwest's competitive 

zones proposal in this docket concerns the greater Phoenix and Tucson markets. In 

these markets, Cox has deployed telephone service very broadly and is serving both 

residential and business customers. Other CLECs discussed in my direct testimony 

are also actively serving both customer categories, and intermodal 

telecommunications service providers (such as wireless and VolP) are now broadly 

available to residential and business customers in the Phoenix and Tucson areas. 
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As discussed in my direct testimony, once the Commission determines that local 

exchange competition is entrenched in a defined geographic area in Phoenix and 

Tucson and that pricing flexibility is appropriate for Qwest in that area, it is 

unnecessary and cumbersome to define areas as separate residential andlor 

business competitive zones. 

V. COX COMMUNICATIONS 

AT P. 3, MR. LAFFERTY, STATES THAT "RECENT TRENDS SUGGEST THE 

SPREAD OF COMPETITION IS DECREASING." WOULD YOU COMMENT? 

Yes. In my discussion earlier in this rebuttal testimony regarding the positions taken 

by Staff, I provided data showing that competition is, in fact, continuing to grow at a 

robust pace in Arizona. A significant amount of that competitive growth is being 

fueled by Cox in the Phoenix and Tucson markets. In actuality, Mr. Lafferty points to 

no trends (nor can he) that support his contention with respect to Arizona. 

AT P. 5, MR. LAFFERTY SUGGESTS THAT QWEST'S COMPETITIVE ZONES 

PROPOSAL BE MODIFIED TO DEFINE COMPETITIVE ZONES AT 

GEOGRAPHIC LEVELS NO SMALLER THAN A "TOWN OR EXCHANGE." HOW 

DOES THIS PROPOSAL COMPARE WITH STAFF'S PROPOSAL? 
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This proposal is strikingly different than Staffs proposal to define Competitive Zones 

at the zip code level. In fact, while Staff proposes that Competitive Zones should be 

defined by market areas potentially smaller than Qwest's wire center-based 

proposal, Cox's proposal suggests that Competitive Zones should be defined as an 

exchange or even an entire city -- a level much broader than Qwest's proposed 

definition. While Mr. Lafferty's proposal would likely be beneficial to Cox, from the 

perspective that Qwest would be constrained from competing effectively with a Cox 

service deployment that covered only a portion of a city or a Qwest exchange, it 

clearly is not granular enough to enable Qwest to fairly compete. 

MR. LAFFERTY, AT P. 6, OPINES THAT PRICES FOR QWEST'S SERVICES IN 

COMPETITIVE ZONES SHOULD BE CONSISTENT ACROSS ALL COMPETITIVE 

ZONES AND SHOULD ALSO BE CONSISTENT WITHIN EACH COMPETITIVE 

ZONE. WOULD YOU COMMENT? 

Yes. Qwest intends to provide comparable prices to all similarly-situated customers 

within a competitive zone, recognizing that certain services are available under 

contract terms at varying prices. However, it is inappropriate to suggest that 

Qwest's prices should be held at the same level for services offered in multiple 

competitive zones. To the extent Qwest is experiencing competitive pressure from a 

competitor in only one wire center, for example, it would be inappropriate to force 

Qwest to make available a price or package it deploys in that wire center to respond 
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to a specific competitor to other wire centers where that competitor is not present. 

While this limitation on Qwest would clearly benefit Cox, since Qwest would be 

forced to respond to a Cox offer by deploying a competitive response in wire centers 

where Cox is present as well as wire centers where it is not present (and where the 

competitive response may not be warranted in view of the non-Cox competitors' 

offerings in those wire centers), it is a competitive limitation that is unfair to Qwest. 

Q. AT P. 8, MR. LAFFERTY SUGGESTS THAT RECENT ACTIONS AT THE 

FEDERAL LEVEL SET THE STAGE FOR QWEST TO "REMONOPOLIZE THE 

ARIZONA MARKETPLACE." IS THIS CONTENTION CREDIBLE? 

No. In fact, Mr. Lafferty's reference is to the past and pending actions of the FCC 

and D.C. District Court regarding the extent to which the BOCs must continue to 

provide certain unbundled network elements to CLECs. It must be noted that neither 

A. 

the FCC nor the Court have taken or will take actions designed to allow the BOCs to 

"remonopolize" any market. In fact, any final decisions to withdraw the requirement 

for BOCs to provide any given unbundled network elements can be based on a 

finding that the element no longer meets the FCC's competitive impairment test. If 

the FCC ultimately determines that CLECs will be impaired if a particular unbundled 

element is no longer available, they will order the BOCs to continue to offer that 

element until impairment no longer exists. In addition, as discussed earlier in this 

testimony, Qwest has made available the QPP product for CLECs not yet interested 
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in deploying their own switching facilities to serve certain markets. Not only is Cox, 

Mr. Lafferty's client, unaffected by the transition of UNE-P to QPP since Cox utilizes 

its own switching and loop facilities, Mr. Lafferty's contentions are unsupported by 

the facts. 

AT PAGE 15, MR. LAFFERN SUGGESTS THAT MUCH OF QWEST'S RETAIL 

ACCESS LINE LOSS IS ACTUALLY A RESULT OF QWEST'S CUSTOMERS 

REMOVING ADDITIONAL LINES WHEN INSTALLING QWEST DSL SERVICE. IS 

HE CORRECT? 

No. Only a very small fraction of Qwest's retail access line reduction is due to the 

substitution of Qwest DSL for a Qwest access line. In my direct testimony at P. 5, I 

identified a reduction of approximately 577,000 Qwest retail access lines in Arizona 

from December 2000 to December 2003. In contrast, as of December 2003, Qwest 

had a total of ***confidential***Qwest DSL lines in service, and it has been Qwest's 

experience that many customers do not disconnect a retail voice grade line when 

installing Qwest DSL service. For example, through November 2004, fewer than 

half of all Arizona business customers installing Qwest DSL service had 

disconnected a Qwest voice grade business line. While some Qwest customers do, 

in fact, remove a voice grade line when installing Qwest DSL service, these access 

line disconnects represent only a very small proportion of Qwest's retail access line 

losses in the state. 
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MR. LAFFERTY ADVANCES THE NOTION, AT PAGE 22, THAT QWEST 

ENJOYS A SUBSTANTIAL AMOUNT OF WHOLESALE REVENUE WHEN IT 

LOSES A RETAIL CUSTOMER TO A CLEC. WOULD YOU COMMENT? 

While Qwest receives some wholesale revenue37 when losing a retail customer to a 

UNE-based CLEC, it loses a very significant amount of revenue in this transition and 

also loses the relationship with the end user, curtailing future marketing 

opportunities. For example, when Qwest loses a customer to MCl's Neighborhood 

service, it loses feature revenue, long distance revenue as well as switched access 

revenue. The wholesale revenue it receives for UNE-P (or the replacement QPP 

product) is a small fraction of the total retail value of the end user 

IN REGARD TO QWEST'S COMPETITIVE ZONES PROPOSAL, MR. LAFFERTY 

SUGGESTS AT PAGE 35 THAT QWEST WOULD POTENTIALLY HAVE THE 

ABILITY TO ENGAGE IN PREDATORY PRICING. IS HIS SUGGESTION VALID? 

No. First, Qwest is constrained by state and federal laws against price predation. 

Second, even if Qwest were to engage in predatory pricing, that concept suggests 

that Qwest would hold prices down to an artificial level long enough to drive 

competitors from the market, then subsequently increase prices to recoup profits lost 

37 For example, using Staff witness Mr. Regan's analysis, Qwest loses about 67% of its revenue when a customer 
changes to a competitive provider utilizing Qwest's network on a wholesale basis. Qwest loses 100% of the revenue 
generated by a retail customer when the customer changes to the service of a full facilities-based competitor such as Cox. 
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during the supposed predation. This is a fallacy. Since competitors are now free to 

enter and exit telecommunications markets, any action by Qwest to raise prices to 

supranormal levels would encourage competitors to reenter the market, foreclosing 

Qwest's ability to recover its lost profits. 

AT P. 53, MR. LAFFERTY SUGGESTS THAT QWEST'S AUSF PROPOSAL 

MIGHT PROPERLY BE FUNDED BY ASSESSING AUSF CONTRIBUTIONS FOR 

EACH WIRELINE AND WIRELESS CARRIER IN ARIZONA BASED ON 

WORKING TELEPHONE NUMBERS SERVED BY EACH CARRIER. DOES HIS 

SUGGESTION HAVE MERIT? 

This is an issue for the Commission to decide. Since the funding method is 

determined in Commission rules, this proposal might be appropriate for a rulemaking 

should Cox desire to propose one, but it is not appropriate in this proceeding. 

VI. TIME WARNER 

AT P. 5, MR. GATES CONTENDS THAT ANY CURRENT IMPLICIT SUBSIDIES IN 

QWEST'S RATE STRUCTURE MUST BE ELIMINATED OR MADE EXPLICIT 

BEFORE QWEST SHOULD BE GRANTED ADDITIONAL REGULATORY 

FLEXIBILITY. WOULD YOU COMMENT? 
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A. Yes. Implicit in Mr. Gates' proposal is a recommendation to the Commission that 

Qwest's rates should be rebalanced such that each rate is set at cost-recovery 

levels, and if that is not possible in the near term, any remaining subsidies should be 

made explicit. With respect to Qwest's AUSF proposal, that mechanism is one 

means of making explicit the support required to provide, on a competitively neutral 

basis, telecommunications service to high cost wire centers. From this perspective, 

Mr. Gates' proposal is in alignment with Qwest's AUSF proposal. However, Mr. 

Gates appears to seek price reductions for certain specific services, such as Special 

Access, and seems willing to volunteer Qwest for such reductions without 

identification of a means to offset those revenue reductions. To this extent, Qwest 

strongly disagrees with Mr. Gates' suggestion, which is nothing more than an 

attempt to advance Time Warner's interests. 

Q. AT P. 12, MR. GATES BOLDLY ASSERTS THAT "QWEST IS THE SOLE 

PROVIDER OF SPECIAL ACCESS" AND IS THE "MONOPOLY PROVIDER OF 

THIS CRITICAL SERVICE" IN ARIZONA. DOES HE PROVIDE ANY FACTUAL 

SUPPORT FOR HIS ASSERTION? 

A. No. This is another example of Mr. Gates using strong rhetoric without factual 

support. In fact, in response to Qwest data request Set 4, No, 5 to Time Warner 

inquiring about Time Warner's factual support for the contention that Qwest is the 

sole provider of Special Access, Mr. Gates stated: 
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"While there may be other niche providers of special access in Arizona, 
it does not change Mr. Gates' opinion that in the vast majority of 
Qwest's operating territory CLECs must rely upon Qwest for such 
service." (emphasis added). 

Qwest does not dispute the fact that, due to the scope of its network in Arizona, it is 

a major provider of Special Access services to other carriers wishing to utilize 

Qwest's network to deliver telecommunications services to end users. However, 

Qwest is certainly not the "sole supplier of Special Access services" in Arizona, 

particularly in densely-populated areas such as Phoenix and Tucson where 

alternative providers have installed network facilities. Mr. Gates concedes as much 

in his response to Qwest's data request referenced above. Unless and until Mr. 

Gates provides facts to support his assertions, his "opinion" regarding Qwest's 

monopoly stranglehold on the Special Access market should be disregarded. 

HOW IS INTRASTATE SPECIAL ACCESS CLASSIFIED UNDER QWEST'S 

EXISTING PRICE PLAN AND TARIFF? 

Special Access and Private Line services are considered as Basket 3 services and 

are therefore considered competitive. This classification has been in place for 

several years and to my knowledge has not been challenged by any party. This 

competitive classification appropriately determined that Special Access and Private 

Line services are competitive in Arizona. This is similar to the classification these 

services have in Qwest's interstate tariff. 
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Q. IS INTERSTATE SPECIAL ACCESS SERVICE THE PREDOMINANT FORM OF 

SPECIAL ACCESS UTILIZED BY CARRIERS IN ARIZONA? 

Yes. Since carriers utilizing Special Access service typically provide a variety of 

services to end users over the Special Access facility, including local exchange 

A. 

services, data services and interstate long distance services, carriers are required to 

subscribe to interstate special access services if the interstate traffic on those 

services is 10% or more of the traffic provided to end users. In most instances, the 

amount of long distance usage exceeds 10% on Special Access circuits, and the 

vast majority of Special Access services provided to carriers by Qwest are governed 

by FCC interstate tariffs. 

Q. IS THE FCC RESPONSIBLE FOR ENSURING THAT QWEST'S INTERSTATE 

SPECIAL ACCESS SERVICE RATES ARE JUST AND REASONABLE? 

A. Yes. Qwest must seek and obtain FCC approval for any change in interstate 

Special Access rates, terms or conditions. Qwest does not have the latitude to 

increase Special Access rates without the FCC first examining such a request and 

determining the rate change to be just and reasonable. In fact, Mr. Gates 

acknowledges his understanding of the FCC's authority over Qwest's Special Access 

rates in his response to Qwest's data request Set 4, No. 6 to Time Warner when he 

says: 
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"TWTA admits that the FCC has jurisdiction over Qwest's interstate Special 
Access rates." 

AT P. 15, MR. GATES COMPLAINS THAT QWEST IS NOT SUBJECT TO 

FRANCHISE FEES, WHICH CONSTITUTES A COMPETITIVE ADVANTAGE FOR 

QWEST. DOES THIS REPRESENT A COMPETITIVE ADVANTAGE FOR 

QWEST? 

No. In fact, Mr. Gates' argument is nothing more than a red herring. First, if this 

issue is a concern of CLECs in Arizona in general, it is not clear why Time Warner 

would be the lone CLEC raising this complaint. By Mr. Gates' estimation at P. 15, 

these franchise fees can "represent as much as 5% of a CLEC's gross revenues." 

Since CLECs are interested in optimizing their operating margins, it is highly unusual 

that CLECs other than Time Warner have not complained of this alleged disparity. 

However, further discussion of the franchise fee issue reveals why others have not 

com pla i ned. 

Mr. Gates is correct that Qwest does not currently pay a franchise fee for operating 

in the state, and that this fee is assessed to CLECs. However, Mr. Gates failed to 

mention that most cities in Arizona have implemented a tax on telecommunications 

services as outlined in Section 470 of the Model City Tax Code ('IMCTCI'). Qwest 

and other telecommunications carriers must pay this tax. However, at least 33 

cities, including cities in Qwest's territory such as Phoenix, Flagstaff, Glendale and 
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Peoria, have adopted tax rules that allow for franchise fee contributions to offset 

taxes due under Section 470, up to the entire amount of taxes due to the city. For 

example, if a particular CLEC has paid a franchise fee of $1,000 and also has city 

taxes of $1,000 due under Section 470, the CLEC is allowed to forego paying the tax 

of $1,000 since it has already paid the franchise fee. In Qwest's case, it must pay 

the tax of $1,000 without a franchise fee offset. In other words, the franchise fee 

offset available to the CLEC has the net effect of causing Qwest and CLEC to bear 

an equivalent tax and fee burden. This fact is likely the reason that other CLECs 

have not complained about the alleged "competitive disadvantage" represented by 

franchise fees. 

MR. GATES ALSO COMPLAINS, AT P. 16, THAT TIME WARNER IS 

COMPETITIVELY DISADVANTAGED IN CERTAIN INSTANCES WITH RESPECT 

TO ACCESS TO LARGE OFFICE TOWERS IN ARIZONA. WOULD YOU 

COMMENT? 

Yes. At pages 16 and 17, Mr. Gates provides an unsworn, second-hand description 

of a situation involving two office towers in Phoenix where Time Warner encountered 

difficulty in negotiating with the building owner to obtain authority to bring Time 

Warner fiber facilities into the buildings.38 The specific details involving these two 

38 Mr. Gates also supplied, in response to Qwest data request 4-3 to Time Warner, several other examples of properties 
in the Phoenix area where Time Warner was allegedly denied access to the building or asked to pay a substantial lease 
fee for space in the building to accommodate Time Warner's facilities. However, like Mr. Gates' testimony, no specifics or 
other details are provided regarding any of these alleged instances. 
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alleged negotiations are not supplied in Mr. Gates' testimony. Since no verifiable 

details were provided regarding these alleged instances, the Commission should 

give Mr. Gates' testimony on this point little weight. However, regardless of the 

authenticity and particular circumstances of the examples cited by Mr. Gates, this is 

an issue of commercial negotiation between Time Warner and the property owner, 

not one for the Commission to consider and act upon in this proceeding. 

In any event, it is important to note it is not Qwest's policies or access to Qwest 

facilities that is at issue in this instance. Qwest is bound by the Section 271 

checklist requirements to provide non-discriminatory access to qualifying carriers to 

its poles, ducts and rights of way. 

AT P. 21, MR. GATES TELLS THE COMMISSION THAT, SHOULD THE 

COMMISSION GRANT QWEST'S PRICING FLEXIBILITY REQUEST IN PHOENIX 

AND TUCSON, QWEST WOULD BE FREE TO: 1) INCREASE ITS WHOLESALE 

AND/OR RETAIL RATES AND EARN SUPRA-NORMAL PROFITS AT THE 

EXPENSE OF RATEPAYERS AND/OR WHOLESALE CUSTOMERS, AND/OR 2) 

LOWER ITS RETAIL RATES BELOW A RELEVANT PRICE FLOOR IN SELECT 

CIRCUMSTANCES TO DRIVE COMPETITORS FROM THE MARKET. WOULD 

YOU COMMENT? 
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A. Yes. Mr. Gates apparently believes that, should Qwest's competitive zones proposal 

be granted, it will have virtually unfettered latitude to adjust its wholesale and retail 

prices at will to drive its competitors from the market. Mr. Gates is mistaken. First, 

this proceeding has nothing to do with pricing flexibility for Qwest's wholesale 

services. This Commission will continue to have oversight over Qwest's intrastate 

wholesale prices while the FCC has continued oversight over Qwest's interstate 

wholesale rates. Any request to increase wholesale rates must withstand state or 

federal regulatory scrutiny to ensure the rate adjustments are reasonable and 

justified. It is highly unlikely, after fully investigating such a request, that this 

Commission or the FCC would allow a wholesale rate increase to go into effect if it 

created "supra-normal'' profits, as Mr. Gates contends. 

From an intrastate retail services perspective, a Competitive Zone can only be 

established if the Commission finds that sufficient competition exists in that 

geographic area such that continued full regulatory oversight is no longer necessary. 

In that instance, an attempt by Qwest to exercise pricing flexibility to increase retail 

rates to "supra-normal" levels can only invite additional competitive pressure. Where 

such competition exists, the free market will govern appropriate rate levels. 

In regard to Mr. Gates' second suggestion that, in Competitive Zones, Qwest would 

be free to lower its retail rates below "relevant price floors in select circumstances to 
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drive competitors from the market," it is not clear what evidence Mr. Gates reviewed 

that led him to his conclusion. In effect, services in Competitive Zones are 

considered to be "Basket 3" competitive services in terms of pricing flexibility. The 

Commission's Rules governing the pricing of competitive services clearly mandate 

that the price of a competitive service be set at no less than the TSLRIC of the 

service.39 If the Commission finds in the future that Qwest has violated price floor 

rules, the Commission retains the authority to revoke Competitive Zones flexibility in 

that circumstance. 

AT P. 22, MR. GATES SUGGESTS THAT QWEST "COULD ELIMINATE 

COMPETITION ENTIRELY USING ANTICOMPETITIVE PRICING TACTICS." IS 

HE CORRECT? 

No. Mr. Gates merely draws on his unsupported speculation discussed above to 

build a myth that Qwest has the power to "squeeze" all of its competitors from the 

market. This is nonsense. In fact, should the Commission grant Qwest's 

Competitive Zones proposal, Qwest has every incentive to compete fairly in those 

areas. Competition continues to expand in Arizona and Qwest will soon be in front 

of the Commission with additional requests to classify more geographic areas as 

being subject to sufficient competition where Qwest should be granted pricing 

flexibility. If the myth Mr. Gates constructs were to become reality, it is 

I 
39 R14-2-1109A. 
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extraordinarily unlikely the Commission would grant Qwest's request for additional 

Competitive Zones. More importantly, the Commission retains the authority to 

revoke existing Competitive Zones should it find impropriety in Qwest's retail pricing 

practices there. 

DOES MR. GATES ACKNOWLEDGE THAT A PRICE FLOOR PRESENTLY 

EXISTS FOR QWEST'S RETAIL SERVICES? 

Yes. However, he suggests the existing imputation guideline identified in 

Commission Rule R14-2-131OC is insufficient to protect competition in Arizona. I 

would submit that the Commission has considered this issue extensively, and after 

full consideration, has set rules in place it feels provide sufficient safeguards to 

protect competition. Mr. Gates appears to now be asking the Commission to 

establish new rules, and if so, his suggestion should be rejected. A request of this 

nature should be entertained only in a rulemaking docket. 
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VII. RUCO 

AT P. 51, DR. JOHNSON INTRODUCES A PROPRIETARY "TABLE 1" WHICH 

ALLEGEDLY SHOWS THAT RESIDENTIAL CUSTOMERS IN ALL THREE COST 

ZONES GENERATE SUFFICIENT REVENUE TO PRODUCE POSITIVE MARGIN. 

IS HIS ANALYSIS CORRECT? 

No. As discussed in Ms. Million's direct testimony, Qwest's revenues are deficient 

by approximately $64 million to cover the cost of providing local exchange service in 

high cost wire centers. This was the basis for Qwest's proposal to establish a 

competitively-neutral draw from the AUSF to support the provision of local exchange 

service to high cost areas. Interestingly, even Staff witness Mr. Regan identified a 

revenue shortfall of over $4.6 million in the Zone 3 wire centers,40 and Mr. Regan's 

calculations are based on an extremely conservative set of assumptions regarding 

how TSLRIC costs should be calculated in his analysis. 

DR. JOHNSON STATES, AT P. 57 AND AGAIN AT P. 73, THAT QWEST 

CURRENTLY RECEIVES "VERY SUBSTANTIAL REVENUES AND PROFITS 

FROM YELLOW PAGES ADVERTISING" THAT CAN BE USED TO SUBSIDIZE 

BELOW-COST SERVICES. IS HE CORRECT? 

40 Schedule TMR-3, page 2 of 5. 
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No. I can only assume from his statements that Dr. Johnson is unaware that Qwest 

no longer owns the Qwest Dex subsidiary, which in fact, was sold over one year ago 

to the Carlyle G r o ~ p . ~ '  Qwest no longer receives any revenue from Dex yellow 

pages advertising. More directly however, pursuant to the settlement in the 

Directory Asset Transfer docket, $72 million of "directory revenue" is imputed to 

Qwest in the revenue requirement discussed by Mr. Grate in this docket, even 

though Qwest no longer is in the directory business. As such, Dr. Johnson's wish for 

this subsidy is included in Qwest's revenue requirement analysis. 

AT P. 60, DR. JOHNSON INTRODUCES "TABLE 2," WHICH IS AN 

ILLUSTRATIVE CHART BASED ON A SERIES OF ASSUMPTIONS 

PURPORTEDLY SHOWING THAT QWEST RECEIVES SO MUCH REVENUE 

FROM FEATURES AND TOLL SERVICES THAT IT'S RESIDENTIAL SERVICES, 

IN THE NET, ARE PROFITABLE. WOULD YOU COMMENT? 

Yes. Dr. Johnson supports his Table 2 by saying: "Qwest doesn't rely exclusively on 

its basic monthly rate to recover its costs, nor do any of its competitors." He is 

correct. Qwest does receive revenues from other services that contribute to the 

overall cost of serving a customer, just as Qwest's competitors do. However, the 

revenue generated by customers in the highest cost wire centers is not sufficient to 

cover Qwest's costs of providing service to those customers. This fact is the driver 

41 It is my understanding the Dr. Johnson testified in the Arizona proceeding regarding Qwest's sale of Qwest Dex to the 
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of Qwest's AUSF proposal. Essentially, Dr. Johnson is suggesting that the 

monopoly era system of implicit subsidies should be continued in perpetuity in 

Arizona. As I have previously discussed, this archaic view cannot be sustained in 

the modern era of telecommunications competition. 

AT P. 108, DR. JOHNSON INTRODUCES THE TERM "EFFECTIVE 

COMPETITION" AND SUGGESTS THAT EFFECTIVE COMPETITION MUST BE 

DEMONSTRABLY PRESENT IN ARIZONA BEFORE QWEST SHOULD BE 

GRANTED REGULATORY FLEXIBILITY. WOULD YOU COMMENT? 

Yes. It appears that, by the term "effective competition," Dr. Johnson feels that no 

firm should possess a dominant share of the market. However, the term "effective 

competition" does not appear in any Arizona rule or statute that is relevant to this 

docket. In fact, in response to Qwest data request 2-2 served on RUCO, Dr. 

Johnson stated: 

"RUCO is not aware of any use of the term "effective competition" in any 
Arizona statute or Arizona Corporation rule related to telecommunications." 

The term "effective competition" is not only missing from the Commission's rules, it is 

a term that may have multiple meanings. One such meaning is that effective 

competition is where there are no barriers of entry and the costs of entry are not 

excessive. That describes the current state of the telephony market in Arizona. 

Carlyle Group. It is unclear why Dr. Johnson is now unaware of the sale. 
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AT P. 176, DR. JOHNSON CONTENDS THAT THE "AVAILABLE EVIDENCE" 

MAY SUPPORT COMPETITIVELY CLASSIFYING CERTAIN SUB-MARKETS, 

SUCH AS PBX TRUNK SERVICE PROVIDED TO ENTERPRISE CUSTOMERS. 

IS HIS SUGGESTION A WORKABLE SOLUTION? 

No. In fact, Dr. Johnson's suggestion would drive a required competitive analysis to 

an investigation of competition for individual customer sub-groups within a particular 

service and within defined geographic markets. His suggestion is perhaps 

interesting as an academic exercise but is impossible to effectuate. 

AT P. 178, DR. JOHNSON LISTS NINE SEPARATE FACTORS THAT 

DISTINGUISH WIRELESS SERVICE FROM WIRELINE SERVICE AND ARE, IN 

HIS OPINION, REASONS THAT WIRELESS CUSTOMERS DO NOT SUBSTITUTE 

WIRELESS SERVICE FOR TRADITIONAL WIRELINE SERVICE. WOULD YOU 

COMMENT? 

Yes. In my direct testimony, at pages 56 through 62, I discussed the wireless 

services available in Arizona and explained that a segment of the wireless customer 

base has already entirely "cut the cord," meaning that the customer has entirely 

foregone traditional Qwest wireline telephone service in favor of wireless service. In 

Dr. Johnson's list of "nine factors," he merely states the obvious: there are 

differences between cellular service and traditional wireline service. However, the 
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same could be said for cargo transportation by rail and by truck: a train is certainly 

different than a truck but both can serve a similar need in delivering cargo from point 

A to point 6. In discussing why cellular service is different from wireline service, Dr. 

Johnson understates the key point, which is that a substantial and rapidly increasing 

proportion of the wireless customer base has already considered Dr. Johnson's "list 

of nine," decided that cellular service is a very acceptable substitute for wireline 

service and has already abandoned wireline service. 

Q. DOES DR. JOHNSON ACKNOWLEDGE THAT A SUBSTANTIAL NUMBER OF 

WIRELESS CUSTOMERS HAVE ALREADY "CUT THE CORD," AND THAT THIS 

NUMBER IS GROWING? 

A. Yes. In fact, Dr. Johnson admits at P. 179 that "a growing number of consumers are 

replacing their land line with a wireless phone, but in the typical market just 6% of all 

consumers have made this switch" (referencing FCC data through March 2004). By 

this statement, Dr. Johnson acknowledges that the proportion of customers "cutting 

the cord" is trending upward, but offers only a static (and retrospective) cite to the 

FCC's conclusion regarding the number of wireless customers who have totally 

abandoned wireline service nearly one year ago. Even taking the percentage 

offered by Dr. Johnson at face value in the context of this proceeding, a significant 

number of wireless customers have foregone Qwest wireline service in favor of 

wireless service. However, the wireless market is very dynamic and this technology 
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offers many features additional customers may view as attractive enough to offset 

Dr. Johnson's "list of nine." For example, with the advent of wireless number 

portability in November 2003, wireline customers may now elect to transfer their 

existing wireline telephone number to their wireless telephone to ease the transition 

when "cutting the cord," large blocks of wireless usage are now available (and some 

carriers, such as Cricket, offer unlimited monthly usage at a flat price to Arizona 

customers) and expanded data functions such as internet access are continually 

being added to wireless offerings. 

BEYOND THE FCC STATISTICS REFERENCED BY DR. JOHNSON, DO YOU 

HAVE OTHER EVIDENCE SHOWING THE RATE OF SUBSTITUTION OF 

WIRELESS SERVICES FOR WIRELINE SERVICE IS INCREASING? 

Yes. In October 2004, the Yankee Group released a study examining the trend of 

wireless/wireline c o n ~ e r g e n c e ~ ~  and found that nearly 64% of U.S. households have 

both a wireless phone and a wireline phone and that 40% of these households 

expect their wireless phone to completely replace their landline phone. The Yankee 

Group's findings support the view that the trend in the number of customers "cutting 

the cord," is growing -- as Dr. Johnson states -- and is expected to continue to grow 

at a very significant rate. 

- 

42 The Success of WirelinelWifeless Strategies Hinges on Delivering Consumer Value, The Yankee Group, October 2004. 
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Q. DOES DR. JOHNSON CHARACTERIZE CABLE TELEPHONY IN ARIZONA AS 

BEING "IN ITS INFANCY?" 

A. Yes, at P. 179, Dr. Johnson asserts that "both VolP and cable telephony are 

potentially much more direct substitutes for traditional telephony" and that "both of 

these technologies are in their infancy, and thus for many customers these offerings 

may still be seen as too risky to be considered viable alternatives to Qwest's 

traditional wireline services." By this statement, Dr. Johnson appears to be 

attempting to place VolP and cable telephony services at the same early point in 

their life cycles. Dr. Johnson's testimony is extremely misleading, however, since 

Cox is already a very robust telecommunications competitor in the greater Phoenix 

and Tucson markets and is contributing to Arizona's status of one of Qwest's most 

competitive states, as discussed at length in my direct testimony. It would take an 

extreme stretch of the imagination to consider that the many thousands of current 

Cox telephone customers in Phoenix and Tucson would agree with Dr. Johnson that 

Cox's telephone service is "too risky to be considered a viable alternative to Qwest's 

tradition a I w i re I i ne service . 'I 

While VolP service is certainly earlier in its life cycle than cable telephony, it 

nonetheless is already a viable telecommunications alternative to any customer with 

a broadband internet connection in Arizona. As discussed earlier in my rebuttal 

testimony, the VolP market is evolving very rapidly and is creating a sea change in 
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telecommunications, with the Wall Street Journal reporting that approximately 

800,000 customers are already VolP  subscriber^^^ and that the number of VolP 

subscribers is expected to reach 17 million within four years. Clearly, VolP service 

must be considered a current and rapidly growing competitive factor in the Arizona 

telecommunications market as the Commission considers the range of competitive 

alternatives to Qwest's services in this proceeding. 

VIII. CONCLUSION 

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY. 

In my rebuttal testimony, I addressed issues raised by Staff, RUCO, DOD, Time 

Warner and Cox Communications in their pre-filed testimonies in this proceeding. 

As discussed in my direct and rebuttal testimony, the Arizona telecommunications 

market is now subject to intramodal and intermodal competition and the Phoenix and 

Tucson markets are particularly competitive. In fact, these markets are among the 

most intensely competitive markets in Qwest's 14 state service territory. Qwest's 

retail service proposals in this docket, including the Competitive Zones proposal for 

the Phoenix and Tucson markets, the AUSF plan and Qwest's retail pricing 

proposals are all consistently driven by a primary objective of this proceeding: 

43 Id 
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repositioning of Qwest's services in the competitive market to facilitate fair 

competition within the context of the overall price plan. 

Parties in this proceeding ask the Commission to find that only modest CLEC-based 

competition exists for Qwest's retail telecommunications services and further seek to 

have the Commission essentially ignore the competitive effects of intermodal 

services, such as wireless and VolP products. In so doing, the parties would have 

the Commission turn a blind eye to the ongoing paradigm shift in the Arizona 

telecommunications market, perpetuate inappropriate (and competitively unfriendly) 

implicit subsidies within Qwest's pricing structures and limit Qwest's ability to fairly 

compete. The parties' efforts in this regard do a disservice to customers in high cost 

areas of the state who have yet to enjoy the choice of competitive alternatives 

promised by the Telecommunications Act of 1996 and ignore competitive 

marketplace realities in Qwest's most competitive markets in Arizona. 

Each of Qwest's retail service proposals, including its Competitive Zones, AUSF, 

deregulation and retail price adjustment proposals are reasonable and are in 

appropriate alignment with the realities of the competitive telecommunications market 

in Arizona. I respectfully request the retail service proposals outlined in my direct 

testimony be approved as filed. 
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1 

2 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

3 A. Yes, itdoes. 
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AFFIDAVIT OF DAVID L. TEITZEL 
STATE OF WASHINGTON 

ss 
COUNTY OF KING ) 

David L. Teitzel, of lawful age being first duly sworn, deposes and states: 

1. My name is David L. Teitzel. I am Staff Director - Public Policy for Qwest 
Corporation in Seattle, Washington. I have caused to be filed written rebuttal 
testimony in Docket No. T-01051 B-03-0454 and T-00000D-00-0672. 

2. I hereby swear and affirm that my answers contained in the attached 
testimony to the questions therein propounded are true and correct to the 
best of my knowledge and belief. 

Further affiant sayeth not. 

A 
RN to before me this 14 day of December, 2004. 

$0 107 
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1. EXECUTIVE OVERVIEW 

In this Docket, Qwest did not request any change to the Commission 

prescribed depreciation lives or parameters. However, Qwest did propose a 

technical update and the adoption of Staffs recommended retirement of 

certain older plant vintages. These proposals reduce Arizona intrastate 

annual depreciation expense over $109 million. RUCO concurs in the use of 

Commission prescribed lives and parameters 

Staff, on the other hand, requests that the prescribed depreciation lives be 

significantly lengthened and that depreciation rates be calculated based 

depreciation reserve balances at the end of the test year, instead of the 

beginning of the test year. Staffs combined proposals decrease test year 

depreciation expense $140 million more than Qwest’s proposal. Staff is 

asking to reduce depreciation expense nearly $250 million in total. 

Staffs depreciation life proposals are unwarranted and ignore the realities of 

competition, technology and the concept of test year expenses in Arizona. 

Mr. Dunkel asserts that currently prescribed Arizona depreciation lives and 

rate calculations “violate the ACC [sic] and USOA utility depreciation 

re q u i rem en t s . ’I‘ M r . D u n ke 1’s a rg u men t re I i es on f u n d a m e n t a I I y f I a w ed 

characterizations and interpretations of the Arizona Administrative Code 

(AAC) and the FCC’s Uniform System of Accounts (USOA) 

Qwest will be submitting revised exhibits that reflect calculation of 

depreciation rates based on end-of-test-year depreciation reserve balances. 

’ Direct Testimony and Schedules of William Dunkel on Behalf of Staff of the Arizona Corporation 
Commission, Docket No. T-0151 B-03-0454 and No. T-00000D-00-0672, November 2004, p. 36. 
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This modification increases Qwest original depreciation reduction proposal by 

an additional $50 million to about $160 million. 
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II. IDENTIFICATION OF WITNESS 

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 

ADDRESS. 

My name is Kerry Dennis Wu. My title is Staff Director - Capital Recovery 

for Qwest Corporation. My business address is 1600 7‘h Avenue, Room 

3006, Seattle, Washington 981 91. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes. I filed direct testimony in this case and testified before this 

Commission in depreciation Docket T-01051 B-97-0689. 

111. PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my rebuttal testimony is to address the modifications to 

Qwest’s depreciation calculations Staff advocates in its direct testimony. 

WHAT SPECIFIC ISSUES WILL YOU ADDRESS? 

Staffs Mr. Dunkel testifies: (1 ) utilizing depreciation lives less than implied 

by historical retirement rates “violates the ACC [sic] and USOA (Uniform 

System of Accounts) depreciation requirements” and (2) that end-of-year 

2003 rather than beginning-of-year 2003 reserve balances should be used 

to develop depreciation rates used for test year 2003. In the case of 

Direct Testimony and Schedules of William Dunkel on Behalf of Staff of the Arizona Corporation 2 

Commission, Docket No. T-0151 B-03-0454 and No. T-00000D-00-0672, November 2004, pp. 5- 
6. 
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depreciation lives, Mr. Dunkel is incorrect. In the second, Qwest has 

updated its exhibits to reflect this modification. 

3 

4 

5 IV. QWEST’S DEPRECIATION RATES AND LIVES ARE CONSISTENT WITH 

6 

7 DEPRECIATION REQUIREMENTS 

8 

9 Q. WHAT IS DEPRECIATION? 

FCC AND ARIZONA ADMINISTRATIVE CODE (AAC) UTILITY 

10 A. 

11 

12 

13 

14 

15 
16 
17 
18 
19 
20 
21 
22 FCC Part 32 states, 

Mr. Dunkel misinterprets the requirements of FCC Part 32 and the Arizona 

Administrative Code §R-14-2-102. The following definitions are necessary 

to understand what depreciation is. 

According to the Supreme Court of the United States, 

Broadly speaking, depreciation is the loss, not restored by current 
maintenance, which is due to all factors causing the ultimate 
replacement of the property. These factors embrace wear and tear, 
decay, inadequacy and obsolescence. Annual depreciation is the 
loss which takes place in a year.3 

23 
24 
25 
26 
27 
28 
29 
30 
31 

Depreciation means the loss in value not restored by current 
maintenance, incurred in connection with the consumption or 
prospective retirement of telecommunications plant in the course of 
service from causes where are known to be in current operation, 
against which the company is not protected by insurance and the 
effect of which can be forecast with a reasonable approach to 
accuracy. Among the causes to be given consideration are wear 
and tear, decay, action of the elements, inadequacy, obsolescence, 

Lindheimer v. Illinois Bell Telephone Company, 292 US.  151, 167 (1 934). 3 
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changes in technology, changes in demand and requirements of 
public a~thorit ies.~ 

The American Institute of Certified Public Accountants defines 

depreciation accounting as, 

Depreciation accounting is a system of accounting which aims to 
distribute cost or other basic value of tangible capital assets, less 
salvage (if any), over the estimated useful life of the unit (which 
may be a group of assets) in a systematic and rational manner. It 
is a process of allocation, not of va~uation.~ 

The above definitions make clear that depreciation accounting is a 

process that assigns and allocates historical costs to accounting periods. 

DOES MR. DUNKEL ACCURATELY REPRESENT THE 

DEPRECIATION REQUIREMENTS SET FORTH IN THE FCC’S PART 

32 ACCOUNTING RULES AND THE ARIZONA ADMINISTRATIVE 

CODE §R-14-24 02? 

No. In alleging that Qwest’s currently prescribed depreciation lives violate 

Part 32 and AAC §R-14-2-102, Mr. Dunkel mischaracterizes both. 

WHY DO YOU SAY MR. DUNKEL MISCHARACTERIZES PART 32? 

Mr. Dunkel’s allegation of a Part 32 violation relies on the following quote, 

found on page 37 of his direct testimony: 

Under “Depreciation Accounting”, the USOA requires [(emphasis 
added)] that: 

... the loss in service value of the property ... be ... 
distributed under the straight-line method during the 

FCC Part 32, s32.9000. 
Accounting Research and Terminology Bulletin #I, American Institute of Certified Public 5 

Accountants. 



8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Arizona Corporation Commission 
Docket No. T-010516-03-0454 

Qwest Corporation 
Rebuttal Testimony of K. Dennis Wu 
Page 4, December 20,2004 

Docket NO. T-00000D-00-0672 

service life of the property.” (emphasis added [in 
original], §32.2000(g)( 1 )) 

That service life ends when the investment is “retired from service”. 
(USOA Part 32.2000(d))6 

Based on this quote, Mr. Dunkel alleges that Part 32 requires “that 

depreciation be over the ‘service life’” of assets and that service life must 

be estimated based solely on historical mortality data. From this he 

concludes that Qwest’s current depreciation lives are inconsistent with 

Part 32. 

Q. 

A. 

WHAT IS WRONG WITH MR. DUNKEL’S ALLEGATION? 

Mr. Dunkel misquotes Part 32 and mischaracterizes what it means. Title 

47 S32.2000 is entitled “Instructions for telecommunications plant 

accounts;” subsection (9) is entitled ”Depreciation accounting” and 

paragraph (1) is entitled “Computation of depreciation rates.” In its 

entirety it says: 

(i) Unless otherwise provided bv the Commission, either through 
prior approval or upon prescription by the Commission, 
depreciation percentage rates shall be computed in conformity with 
a group plan of accounting for depreciation and shall be such that 
the loss in service value of the property, except for losses excluded 
under the definition of depreciation, may be distributed (emphasis 
added) under the straight-line method during the service life of the 
property . 
(ii) In the event any composite percentage rate becomes no longer 
applicable, revised composite percentage rates shall be computed 
in accordance with paragraph (g)(l)(i) of this section. 

Direct Testimony and Schedules of William Dunkel on Behalf of Staff of the Arizona Corporation 
Commission, Docket No. T-01518-03-0454 and No. T-00000D-00-0672, November 2004, p. 37. 
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(iii) The company shall keep such records of property and property 
retirements as will allow the determination of the service life of 
property which has been retired, or facilitate the determination of 
service life indications by mortality, turnover, or other appropriate 
methods. Such records will also allow the determination of the 
percentage of salvage value and cost of removal for property 
retired from each class of depreciable plant. 

WHAT IS INACCURATE ABOUT MR. DUNKEL’S QUOTATION OF 

§32.2003? 

Mr. Dunkel has selectively deleted language for the FCC Rule as indicated 

below: 

the loss in service value of the property, EXCEPT FOR LOSSES 
EXCLUDED UNDER THE DEFINITION OF DEPRECIATION, MAY 
be distributed under the straight line method during the service life 
of the project. 

[Mr. Dunkel’s deletions in caps, emphasis added.] 

By selectively quoting from 47 CFR §32.200O(g)(l) Mr. Dunkel argues that 

it prescribes only depreciation rates based exclusively on service lives that 

are based exclusively on mortality data. Clearly, this is not the case. 47 

CFR §32.2000(g)( 1 )(i) is prefaced with exception language that permits 

the Commission to prescribe depreciation in other ways. 47 CFR 

§32.2000(g)( 1 )(iii) contemplates the determination of service life 

indications “by mortality, turnover, or other appropriate methods, ” not just 

historical mortality. 

By excluding the word “may,” Mr. Dunkel changes the meaning of the 

language he quotes. By omitting “may,” Mr Dunkel suggests that the 

language of the Rule is mandatory rather than optional. Only by 

misquoting the language of Part 32 can he support his highly restrictive 

reading of that Section. 
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Further, 47 CFR §32.2000(g) (2) is entitled “Depreciation charges.” 

Subparagraph (iv) provides: 

In certain circumstances and upon prior approval of this 
Commission, monthly charges may be determined in total or in part 
through the use of other methods whereby selected plant balances 
or portions thereof are ratably distributed over periods prescribed 
by this Commission. Such circumstances could include but not be 
limited to factors such as the existence of reserve deficiencies or 
surpluses, types of plant that will be completely retired in the near 
future, and changes in the accounting for plant. Where alternative 
methods have been used in accordance with this subparagraph, 
such amounts shall be applied separately or in combination with 
rates determined in accordance with paragraph (g)(2)(ii) of this 
section. 

This portion of Part 32 clearly allows for the determination of depreciation 

charges “through the use of other methods ...” Thus, Mr. Dunkel’s 

argument that Part 32 is violated if depreciation rates are based on 

anything other than service lives based exclusively on historical mortality 

data is incorrect and a misquotation of the FCC rule. 

DOES THE FCC ALWAYS BASE DEPRECIATION RATES ON 
ESTIMATED SERVICE LIVES BASED EXCLUSIVELY ON MORTALITY 

DATA? 

No. In the FCC’s September 2003 Unbundled Network Element Notice of 

Proposed Rulemaking (NPRM), the FCC stated, 

There are two components of depreciation -the useful life of the 
asset, and the rate at which the asset is depreciated over that 
useful life. In the Local competition Order, the Commission stated 
that properly designed depreciation schedules should take into 
account expected declines in the value of goods. Similarly, the 
Commission’s rules require the use of “economic depreciation” but 
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provide no additional detail. In the Triennial Review Order, we 
declined to mandate any particular set of economic lives because 
there was no record to support such a finding. With respect to the 
rate of depreciation, however, we clarified that a carrier may 
accelerate recovery of the initial capital outlay for an asset over its 
life to reflect any anticipated decline in value. Recovering more of 
the initial outlay for the asset in the early years would enable a 
carrier to recover less in later years, thereby allowinq it to compete 
with carriers that have purchased new, lower-priced equipment in 
those later years.7 (emphasis added) 

Clearly, the FCC does not view depreciation to be a process of cost 

allocation based on strictly on service lives determined from mortality data. 

15 Q. 

16 

17 

18 

19 

20 A. 

21 

22 

23 

24 

25 

26 

27 

IN ADVOCATING DEPRECIATION LIVES WITHIN THE FCC’S 1995 

“SAFE HARBOR” LIFE RANGES, MR. DUNKEL SURELY 

RECOGNIZES THAT WHEN DEVELOPING ITS RECOMMENDATIONS, 

THE FCC DIDN’T MECHANISTICALLY APPLY RETIREMENT 

PATTERNS DOESN’T HE? 

According to Mr. Dunkel, the historically observed life based on 

retirements of Arizona buried cable-metallic is 58.8 years, yet the 1995 

FCC Arizona depreciation life for that account is 20 years. Clearly, Part 

32 depreciation accounting is not blindly based on retirements only. In 

recommending a 23 year depreciation life instead of 58.8 year 

depreciation life, Mr. Dunkel asserts that Staff is being “generous’” in its 

depreciation allowance 

FCC 03-224, Notice of Proposed Rulemaking - In the Matter of Review of the Commission’s 7 

Rules Regarding the Pricing of Unbundled Network Elements and the Resale of Service by 
Incumbent Local Exchange Carriers, WC Docket No. 03-173, pp. 33 - 34. 

Corporation Commission, Docket No. T-01518-03-0454 and No. T-00000D-00-0672, November 
2004, p. 34. 

Direct Testimony and Schedules of William Dunkel on Behalf of Staff of the Arizona 0 
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IN RECOMMENDING THE MID-POINTS OF THE FCC’S “SAFE 

HARBOR” DEPRECIATION LIFE RANGES, IS STAFF BEING 

“GENEROUS”? 

Hardly, the FCC’s “Safe Harbor” depreciation life ranges were established 

nearly 10 years ago. They are no longer useful for establishing asset lives 

in today’s intensely competitive environment. In two separate 2004 

rulings, the public utility commissions in Illinois and Indiana commented on 

the applicability of the FCC’s “Safe Harbor“ depreciation life ranges 

considering all of the changes since the ranges were issued. In Illinois, 

the Commission said: 

. . . . The FCC’s lives were adopted nine years ago and do not 
necessarily reflect the forward-looking impact to depreciation of the 
competitive market that TELRIC assumes. 

We find that financial book lives, as proposed by SBC, are 
appropriate for determining the economic life of SBC’s assets. . . . . 
Furthermore, since the FCC regulatory lives pre-date the 1996 Act 
and the TRO, they may no longer indicate risks associated with 
facilities-based competition. The shorter lives proposed by SBC 
are more in tune with current and forward-looking conditions. Thus, 
SBC’s proposed depreciation lives are more in line with TELRIC 
principles.” 

Similarly in early 2004, the public utility commission in Indiana stated the 

following regarding the FCC’s “Safe Harbor” depreciation life ranges, 

As the FCC explained to the Supreme Court, the reference to 
regulatory depreciation lives in the First Report and Order “merely 
offer[ed] tentative guidance at a time when state commissions had 
to make large numbers of ratemaking determinations under the 
short time frames established in Section 252.” Therefore, we reject 

lo Illinois Bell Telephone Company Filing to Increase Unbundled Loop and Nonrecurring Rates, 
Docket No. 02-0864, Section f )  Commission’s Analysis and Conclusion, June 9, 2004, p. 77. 
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any claim that we are somehow bound to adopt regulatory lives or 
even that they must be used as a starting point. Whatever the 
merit of such an argument many have had in 1996, it carries no 
weight in 2003. ... . We believe that our decision was correct in 
1998 and is even more appropriate today. Technological 
advancement continues at a rapid pace, leading to faster 
obsolescence of all types of telecommunications equipment. . . . . 11 

IS MR. DUNKEL CORRECT WHEN HE CLAIMS THAT QWEST’S 

AUTHORIZED DEPRECIATION LIVES VIOLATE ARIZONA 

ADMINISTRATIVE CODE §R-14-2-102? 

No. AAC §R-14-2-102(A)(3) states: 

Depreciation means an accounting process that will permit the 
recovery of the original cost of an asset less its net salvage over 
the service life. (emphasis added) 

Mr. Dunkel asserts that that the definition of depreciation in Arizona 

requires that an asset be depreciated from the date an asset is placed into 

service until the date it’s retired. Mr. Dunkel’s interpretation of the AAC is 

incorrect. 

WHAT IS WRONG WITH MR. DUNKEL’S INTERPRETATION? 

The AAC defines depreciation as an accounting process that “will permit 

recovery of the original cost of an asset less its net salvage over the 

service life.” (emphasis added). This portion of the AAC defines 

depreciation and does not mandate how depreciation lives are to be 

established or mandate recovery over service life. Rather the 

Commission has historically established service lives as part of the 

process of setting depreciation notes for a utility in a rate case or in a 

” Investigation and Generic Proceeding of Rates and Unbundled Network Elements and 
Collocation for Indiana Bell Telephone Company, Incorporated D/B/A SBC Indiana Pursuant to 
the Telecommunications Act of 1996 and Related Indiana Statutes, Cause No. 42393, Section B. 
Commission Findings and Conclusions, January 5, 2004. 
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depreciation proceeding. The Commission has not mechanically adopted 

the physical service life of all assets as their depreciation life. 

Even if one were to believe (albeit incorrectly) that this language 

establishes how depreciation is to be calculated in Arizona, the language 

(like the FCC’s language regarding depreciation) is permissive, not 

prescriptive. Clearly, the AAC does poJ say “must recover” or ‘& 
required to recover.” Although physical plant retirement patterns are an 

ingredient in determining depreciation lives, they are not the sole 

determinant. 

WHEN DID THE COMMISSION DECIDE QWEST’S MOST RECENT 

ARIZONA DEPRECIATION CASE, AND WHAT IMPORTANT 

CONCLUSION OF LAW DID THE COMMISSION REACH? 

The Commission decided Qwest’s (then U S WEST’S) last Arizona 

depreciation case, Docket No. T-01051 B-97-0689, in May 2000. The third 

Conclusion of Law in Decision No. 62507 states, 

Advancements in technology, coupled with the desire to create 
robust corn peti ti on in Arizona’s telecom mu n icat ions i nd ust ry , 
warrants setting U S WEST’s depreciation lives within the range of 
its competitors. 

24 Q. 

25 

26 

27 A. 

28 

DOES ARIZONA LAW REQUIRE THAT THE COMMISSION 

PRESCRIBE DEPRECIATION LIVES BASED ONLY ON HISTORICAL 

MORTALITY DATA? 

No. After the currently-prescribed depreciation lives were ordered by the 

Commission, RUCO appealed that order to the Arizona Court of Appeals. 
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RUCO’s arguments included the following that are similar to Mr. Dunkel’s 

current advocacy: 

1. RUCO argued that because U S WEST’s calculation were based on 

lives reported for financial purposes rather than regulatory purposes, 

the Commission’s reliance on that data was arbitrary and 

unreasonable. 

2. RUCO contended that the approved projection lives were 

unreasonable because they did not resemble the actual lives of 

U S WEST’s assets. 

The Arizona Court of Appeals ruled against RUCO on all issues raised in 

its appeal and stated that the Commission has the authority to prescribe 

depreciation lives shorter than physical lives based on historical mortality 

data. The Court affirmed the Commission’s Decision on what are now 

Qwest’s currently prescribed depreciation lives stating, 

The Commission’s regulations governing the establishment of 
depreciation rates authorize a public service corporation to 
“propose any reasonable method for estimating service lives.” 
A.A.C. R14-2-102(C) (2). We do not find it unreasonable for the 
Commission to conclude that in a competitive environment, the 
lives of US.  WEST’s property should be set comparably to those of 
companies with which U.S. WEST would be competing. Given that 
premise, we are not persuaded that use of the SEC data was 
arbitrary or ~nreasonab1e.l~ 

Third, RUCO contends that the approved projection lives are 
unreasonable because they do not resemble the actual lives of 
U.S. WEST’s assets. Evidence was presented, however, that 

l3 Residential Utility Consumer Office v. The Arizona Corporation Commission and Qwest 
Corporation, Court of Appeals, July 24, 2001, n20, pp. 11-12. 
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advances in telecommunication technology driven by competition 
now require consideration of the likelihood that assets will become 
obsolete before they actually physically wear out. As already 
discussed, U.S. WEST presented evidence that metallic cable is 
likely to become obsolete in the near future as customers demand 
wider bandwidths and as increased use of the internet surpasses 
the limitation of DSL technology. Consequently, it was not arbitrary 
for the Commission to decide that the changing 
telecommunications environment warranted an approach to 
assessing US.  WEST’S depreciation lives that was different from 
simply relying on the actual physical life of the asset.14 

MR. DUNKEL CLAIMS THAT DEPRECIATION RATES AND LIVES OF 

QWEST’S COMPETITORS ARE NOT RELEVANT BECAUSE THEY DO 

NOT FOLLOW UTILITY REGULATORY DEPRECIATION RULES. 

WOULD YOU LIKE TO COMMENT? 

Mr. Dunkel offers no explanation why Qwest’s competitors as public 

service corporations in Arizona are not required to comply with AAC SR14- 

2-1 02. His explanation for the application of his interpretation of the 

Arizona Rule to Qwest applies equally to its competitors. However, 

Qwest’s competitors do not follow so-called regulatory depreciation rules 

because they have no reason to. As interpreted by Mr. Dunkel, the Rules 

bear no relationship to the real world of competitive provisioning of 

telecommunications services. 

Competitors use “financial reporting rates and lives” which represent 

economic cost recovery over the time period competitors’ managements 

believe their assets are economically viable. Economic viability and the 

rate of technical obsolescence are determined not by factors relevant to 

regulation of static monopolies but by the competitive marketplace. If 

Qwest’s prescribed depreciation rates are too low or its depreciation lives 

l4 Ibid, n28, p. 15. 
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are too long, it raises to unacceptably high levels the risk that Qwest will 

be unable to recover its investment. If it were unable to recover existing 

investment Qwest’s ability to invest in new technology to provide new 

services in a marketplace characterized by rapidly changing technology 

would be financially jeopardized. 

Qwest operates in a technologically competitive environment in Arizona. 

For example, Cox Cable, as an operator of a high capacity cable television 

system, is a direct and extremely robust competitor to Qwest’s network in 

the greater Phoenix and Tucson markets.15 Qwest’s telephone network 

also faces fierce technological competition from wireless technology in 

Arizona. Today, more Arizona access lines are served by wireless 

technology than by technology based on wires.16 In fact, a recently 

published study found ”conclusive evidence that wireless and wireline 

services are  substitute^"^^ and that “a one percent increase in wireline 

prices will result in a two percent increase in wireless demand.”l8 

Consequently, the financial depreciation rates and service lives that 

Qwest’s technological competitors use are highly relevant to the service 

life estimation of Qwest’s assets. Sadly, Mr. Dunkel intentionally chose to 

completely ignore this important factor.lg 

Rebuttal Testimony of David Teitzel - Qwest, Docket No. T-0151 B-03-0454 and No. T-00000D- 

Local Telephone Competition: Status as of December 31, 2003, Industry Analysis and 

Wireless Substitution and Competition, Different Technology but Similar Service - Redefining 

/bid. p. 2. 
Staffs Response to Qwest Corporation’s Ninth Set of Data Requests, Docket Nos. T-010518- 

15 

00-0672, December 20, 2004, p. 58. 

Technology Division, Wireline Competition Bureau, June 2004. 

the Role of Telecommunications Regulation, Issue Analysis, Competitive Enterprise Institute, 
2004 No. 5, Stephen B. Pociask, December 15, 2004, p. 2. 

16 

17 

18 

19 

03-0454 and T-00000D-00-0672, Responses g-la, 9-1 b, g-lc, 9-Id and 9-2. 
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MR. DUNKEL STATES, “THE FCC HAS PROPERLY CONCLUDED 

THAT THE ‘FINANCIAL’ REPORTING LIVES OR ‘FINANCIAL’ 

DEPRECIATION RATES ARE NOT APPROPRIATE IN CALCULATING 

DEPRECIATION EXPENSE WHICH WOULD BE USED TO SET RATES 

CHARGED TO RATEPAYERS.’’ WOULD YOU COMMENT? 

The FCC is not nearly so absolute as Mr. Dunkel would have this 

Commission believe. In fact in the FCC’s Unbundled Network Element 

Notice of Proposed Rulemaking, the FCC stated, 

In its Section 271 decisions, the Commission has found both FCC 
regulatory lives and financial book lives to be consistent with 
TELRIC principles. Similarly, in the Triennial Review Order, the 
Commission declined to mandate one set of asset lives or the 
other.20 

Similarly, the Arizona Court of Appeals’ opinion on RUCO’s appeal of the 

ACC’s Decision in Qwest’s last depreciation case stated that: (1) it was 

not unreasonable for the Arizona Commission to conclude U S WEST 

depreciation lives should be set comparably to its competitors and (2) that 

use of the SEC data [financial rates and lives] was not arbitrary or 

unreasonablem2’ 

HAS TELECOMMUNICATIONS COMPETITION INCREASED IN 

ARIZONA SINCE THE COMMISSION ISSUED ITS MAY 2000 

DEPRECIATION ORDER? 

2o FCC 03-224, Notice of Proposed Rulemaking - In the Matter of Review ofthe Commission’s 
Rules Regarding the Pricing of Unbundled Network Elements and the Resale of Service by 
Incumbent Local Exchange Carriers, WC Docket No. 03-173, para 96, p. 35. 

Residential Utility Consumer Office v. The Arizona Corporation Commission and Qwest 
Corporation, Court of Appeals, July 24, 2001, n20, pp. 11-12. 

21 
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Between December 2000 and December 2003, Qwest access lines 

decreased from 2,950,483 to 2,373,577.22 This was a reduction of over 

576,000 access lines.23 According to the FCC’s December 2003 Local 

Telephone Competition Status Report24, Arizona-only competitive local 

exchange carriers’ share of end-user switched access lines increased 

from 5% in December 2000 to 22% at the end of December 2003.25 

Competitors’ subscriber lines increased from 165,597 to 707,477 during 

that three year period. 26 According to the same report, Arizona mobile 

wireless subscribers increased from 1,855,115 to 2,843,061 during the 

same period.27 As of December 2003, the number of wireless subscribers 

exceeded Qwest’s access lines by nearly half a million. Clearly, 

competition in Arizona’s telecommunications marketplace is thriving. 

15 V. BEGINNING-OF-YEAR VERSUS END-OF-YEAR DEPRECIATION 

16 RESERVE 

17 

18 Q. WHAT DEPRECIATION RESERVE BALANCE DATE DOES MR. 

19 

20 DEPRECIATION RATES? 

21 A. 

22 

23 

DUNKEL RECOMMEND FOR CALCULATING A CHANGE IN 

Mr. Dunkel proposes calculating depreciation rates by using end-of-year 

2003 depreciation reserve levels instead of beginning-of-year balances. 

Rebuttal Testimony of David Teitzel - Qwest, Docket No. T-0151 B-03-0454 and No. T-00000D- 22 

00-0672, December 20, 2004, p. 6. 
23 Ibid., p. 6. 
24 Local Telephone Competition: Status as of December 31, 2003, Industry Analysis and 
Technology Division, Wireline Competition Bureau, June 2004. 
25 Ibid, Table 7. 
26 /bid, Table 8. 
27 Ibid, Table 13. 
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DO YOU AGREE WITH MR. DUNKEL? 

Qwest’s exhibits have been updated to reflect depreciation rate 

recalculations as of the end of the test year rather than the beginning. 

Those rates were then applied to the monthly average gross intrastate 

investment balances during the test year. 

WHAT IS THE RESULT OF THIS MODIFICATION? 

Changing depreciation rate recalculations, from beginning to the end of 

the test year, increases Qwest’s initially proposed depreciation reduction 

($109 million) by an about $50 million. 

VI. ARIZONA CONCLUSIONS 

DO QWEST’S COMMISSION AUTHORIZED ARIZONA DEPRECIATION 

LIVES “VIOLATE” FCC PART 32 AND A.A.C. AS ALLEGED BY MR. 

DUNKEL? 

Absolutely not. In the preceding testimony, I cited and accurately quoted 

FCC Part 32, the Arizona Administrative Code and the Arizona Court of 

Appeals decision reaffirming Qwest’s depreciation lives. Mr. Dunkel 

mischaracterizes what depreciation rules require and then claims Qwest 

“violates” those rules. The Commission should reject Mr. Dunkel’s 

depreciation life claims. 

In its proposal to reduce depreciation expense, Qwest did not request any 

change from currently prescribed depreciation parameters. The 

Commission was correct in its May 2000 Decision when it stated, 



1 
2 
3 
4 
5 
6 
7 

8 

9 

10 

11 

12 Q. 

13 

14 

15 A. 

16 

17 

18 

19 

20 

21 Q. 

22 

23 

24 A. 

25 

26 

27 Q. 

28 A. 

Arizona Corporation Commission 
Docket No. T-010518-03-0454 
Docket No. T-00000D-00-0672 
Qwest Corporation 
Rebuttal Testimony of K. Dennis Wu 
Page 17, December 20,2004 

“Advancements in technology, coupled with the desire to create 
robust competition in Arizona’s telecommunications industry, 
warrants setting Qwest’s depreciation lives within the range of 
corn pet i to rs . rr29 

Given the level of competition today compared to just four and a half years 

ago when that Conclusion of Law was reached, the currently authorized 

depreciation lives were prescient and are, if anything, more appropriate 

today. 

ARE THE FCC’S 1995 “SAFE HARBOR” LIFE RANGES 

APPROPRIATE IN TODAY’S COMPETITIVE TELECOMMUNICATIONS 

ENVIRONMENT? 

Absolutely not. As previously discussed, the FCC’s “Safe Harbor” life 

ranges were issue prior to the 1996 Telecom Act, the FCC’s Triennial 

Review Order and all of the changes since. Depreciation life 

recommendations that might have been appropriate in 1995 have no 

applicability in 2005. 

S H 0 U L D BEG I N N I N G -0 F-Y EAR 0 R E N D-0 F-Y EAR D E P RE C I AT10 N 

RESERVE BALANCE BE USED TO DEVELOP TEST YEAR 

DEPRECIATION RATES? 

Qwest is submitting revised exhibits that incorporate end-of-test-year 

depreciation rate recalculations. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes it does. 

”Arizona Docket No T-01051B-97-0689 Decision No. 62507, Conclusions of Law, May 4, 2000, 
Para 3, p. 14. 
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ss AFFIDAVIT OF KERRY DENNIS WU 
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Kerry Dennis Wu, of lawful age being first duly sworn, deposes and states: 

1. My name is Kerry Dennis Wu. I am Staff Director - Capital Recovery for 
Qwest Corporation in Seattle, Washington. I have caused to be filed written 
rebuttal testimony in Docket No. T-01051 B-03-0454 and T-00000D-00-0672. 

2. I hereby swear and affirm that my answers contained in the attached 
testimony to the questions therein propounded are true and correct to the 
best of my knowledge and belief. 

Further affiant sayeth not. 

gerry Dennis Wu 

& 
. i  SUBSCRIBED AND SWORN to before me this 1s day of December, 2004. 

Expires: 

- Notary Public 

-7 hO/O.  
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